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Focusing  on  two  major  Issues — the 
"conversion"  of  defense  industry  resources 
to  civilian  uses  and  the  influence  of 
contenporary  weapons  technology  and 
con^lexity  on  the  Soviet  Union's  ability  to 
meet  military  requirements — this  report 
identifies  and  explains  the  ma^or  elements 
of  continuity  and  change  in  Soviet  military 
organization,  concepts,  and  goals  since  the 
emergence  of  Mikhail  Gorbachev  and  his  "new 
political  thinking."  Soviet  military 
research  and  development  and  production 
evolved  from  the  1930s  to  the  1980s  in  a 
manner  that  was  consistent  with  the 
political-military  doctrine  and  economic 
base  that  supported  it.  Mow,  with  the 
dramatic  changes  in  Soviet  political 
choices,  doctrine,  economics,  and 
technology,  the  Soviet  Union's  defense 
production  conqplex  is  engaged  in  adapting 
to  a  conversion  to  civilian  production  as 
it  tries  to  meet  military  demands  for 
higher  performance,  increased  reliability, 
lower  costs,  and  the  application  of  new 
technologies.  Analysts  must  now  shift  from 
dealing  with  established  and  familiar 
elements  to  grappling  with  the 
uncertainties  of  evolving  Soviet  politics 
and  policies. 
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PBEFACE 


TIm  RAND  Coipontion  !•  ptovidinf  analytieal  asidttttM*  to  th«  Offi^ 
of  th»  Uadir  Soerataiy  of  DofiniM  for  Policy  on  tho  nildoet  of  rooont 
doviloiwnonto  in  Soviet  aUhaiy  affoin.  This  two*ysar  effort  seeks  to 
identify  end  eiidain  the  nugen  elements  of  oemtumity  end  dumfs  in 
Soviet  milhery  <»genieeti<m,  otmctipU,  end  goele  since  the  ememence  <rf 
President  Ooiheehev  end  hfo  *new  pdHieel  thinking.*  It  lodn  beytmd 
the  riteterfcefjfaenoetendpereetroiAe  to  the  underlying  motivetionethet 
eooount  for  the  meny  depeitores  thet  heve  letely  oceui^  in  each  erees 
es  Soviet  deelemtoiy  rhetoric,  opeietionel  doctrine,  netkmel  security 
decieionnuJdng,  end  defonee  resource  eltecethm. 

This  report  reviewe  too  rngfor  iesuee.  The  first  ii  the  epidicstion  of 
defonee  industry  reeoutcee  to  dvilien  usee— commonly  ceM  *eonver- 
ekm.”  This  review  pieces  the  <Higoing  proceee  in  e  broeder  economk, 
orgenieetionel,  end  pditkel  context  Howevw,  since  the  process  con- 
timiee  to  unliidd,  often  in  unplenned  weye,  some  guidelines  ere  given 
for  evsdueting  the  shiffiitg  ideture  of  Soviet  bdmvior.  The  second  issue 
invedvee  the  effocts  of  cmtenqKnery  wemions  technology  end  oonqdex> 
ity  (m  the  ebfiity  of  the  Soviet  Union  to  design,  develop,  end  produce 
militery  systems  thet  ineet  the  rsquiremmite  of  tlw  militery. 

The  resserefa  reported  here  wee  amducted  in  the  Intemidionel  Secu¬ 
rity  end  Defonee  Pdlicy  program  ai  RAND's  Netionel  Defonse  Reseerch 
Inetitote,  e  foderelly  fimded  rseserch  end  dsveloimMit  center  sponsored 
hy  the  Office  of  the  Secretary  of  Defonee  end  the  Joint  Chiefo  of  Staff.  It 
should  be  of  interest  to  members  of  the  U.S.  defonse  policy  community 
concerned  with  evtdving  Soviet  militery  policy,  dvilien-militery  relations, 
defonee  ptdky-focmuietion,  end  arms  control  behavior. 

The  cutoff  dote  for  this  research  is  the  end  of  1989. 


SUMMARY 


Soviet  we^wne  acquisition  has  been  an  effective  enterprise  since  the 
1930s.  This  effectiveness  arises  from  four  principal  sources:  (1)  the 
allocation  of  sufficient  resources,  (2)  implementation  priority  ensuring 
that  the  allocational  clmices  are  actually  carried  out,  (3)  a  buyer’s 
market  in  which  the  Defense  Ministry  has  been  granted  the  privU^  of 
not  aocq>ting  inferior  products,  and  (4)  an  RftD  iqiproach  that  has 
dealt  with  the  shortcomings  of  the  Soviet  economic  system.  Soviet 
political  choices  since  mid-1987  have  radically  altered  the  political 
structure  of  defense,  reducing  the  resources  going  to  new  weapons  and 
diluting  the  priority  of  defense  production.  A  second  mqjor  change  is 
the  role  of  weapons  technology  and  complexity  in  reducing  the  power 
of  the  buyer’s  market  and  the  capabilities  of  the  Soviet  weapoiu  R&D 
style. 

For  25  years,  Soviet  leaders  have  attempted  to  transfer  features  of 
defense  industry — mainly  managers  and  methods — ^to  the  civilian  sector 
to  improve  productivity  and  output.  On  aswiming  leadership,  Mikhail 
Gorbachev  fbUowed  this  same  approach  in  what  turned  out  to  be  a  first 
phase  of  his  effort  of  enlisting  the  defense  sector  in  the  aid  of  the 
economy.  However,  something  new  is  now  being  added  to  past  policies: 
Two  key  elements  allowing  Soviet  defense  industry  to  be  effective  at 
develi^ing  and  producing  military  systems — allocarional  priority  and 
implementation  priority— are  now  being  transferred  to  civilian  produc¬ 
tion.  This  reallocation  of  resources  and  partial  reassignment  of  priority 
mark  the  second  phase  of  an  evolving  policy  toward  defense  industry— 
the  conversion  of  defense  industry  capacity  to  civilian  purposes. 

Since  the  beginning  of  1988,  the  direct  consequences  for  weapons 
develcqnnent  and  procurement  of  defense  industry  conversion  to  civil¬ 
ian  output  hove  all  been  negative. 

•  The  transfer  of  enterprisM  firom  the  dissolved  ministry  of  li^t 
and  food  industry  to  the  defense  complex  absorbed  defense 
managers’  attenti<m,  diverted  defense  production  ciq>acity,  and 
redirected  new  investment  to  food  processing  equipment. 

•  hapimnentation  of  plans  for  the  defense  indiwtry  to  make 
forther  contributacms  to  the  production  of  consumer  goods  and 

industry  eqoqi>ment  dr^  on  additional  management  and 
productum  capiKities  and  required  more  diversion  of  invest¬ 
ment 

•  DefeiMe  proeumnent  reductions  arising  from  Gorlmchev’s  polky 
announc^  in  December  1988  immediately  b^can  to  influence 
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liietMy  oidm  and  i^oduetiM  ftirthw  dMpMiiiif  the  0^^ 
of  ooavwakm. 

•  Khovatehat  and  arif»6nandng  in  dafensa  antaipriaaa  will  raiaa 
tha  viailda  coat  of  proeurMnant  to  tha  miUti^  and  Airthar 
amphaaita  Maoutea  burdan  of  dafinaa. 

•  Tha  baoadanad  cwivataion  laaponaibilitiaa  of  tha  hfilitaiy 

Indoabtiid  Owitmiaainn  <VPK)  and  tha  Party  appaiatua  for 
dafonaa  iaduatry  tadoea  tha  Patty*a  ability  to  and 

igtylainattt  prioritiaa  fw  dnBmaa  production. 

•  All  of  timt  aetivitki  tfpial  a  changt  in  poUtieal  ehokt$  away 
from  tha  military  and  toward  ^iSan  todUbra. 

Thaaa  polkiaa  will  infliianca  tha  military’a  ability  to  davakp  and 
IMOdiioa  tha  asntuaa  it  daaiiaa.  Dafooaa  induatiy'a  ability  and  wiUinf* 
naaa  to  davakp  and  prodnea  taehnologically  advanead  and  oaivdaz 
aqutymant  hava  dapandad  cm  tha  avaihddlity  of  iaputa,  aapacialty  of 
naw  typaa.  If  aqpidy  baconaa  mota  uncaitain,  tha  afhcdvanaaa  oi 
datum  R4D  will  ba  oonaidatably  inpairad;  and  if  tha  eoonhnating 
lola  of  tha  VPK  and  Party  apparatua  ia  diminiahad,  tha  foHillmant  of 
OQiBplas  taaka  will  ba  dah^  and  raodaiad  laaa  likaly. 

Mi  intyOrtant  foetor  in  pradictinf  tha  ctmtinuity  of  tha  pidiciao  and 
thdr  hajdamantation,  tharafoiat  ia  tha  inathutionalintion  of  tha 
rhanpai  and  tha  dainadtution^iaatim  of  tha  fonaar  atruetura  of 
praforaacaa.  hbioh  wUl  dapoid  <m  tha  ftitoia  of  tha  VPK  and  tha  C«b- 
tral  Conuaittaa  appauMm,  far  it  ia  in  thaaa  two  bodiaa  that  polttka 
fiada  ita  astaaaion  into  ac^m.  Tha  aarty  avidanoa  ia  that  tha  authority 
of  thaaa  organiaationa  ovar  dafoiMa  induatry  haa  baan  cQotad  throuih 
tha  broadaning  oi  laapwiaibilitiaa.  Tha  fatura  couraa  of  thaaa  organa 
will  provida  inqiortant  ehiaa  to  tha  procaaa  of  oonvataion. 

Intylamantatkm  od  eonvaraUm  liidlowa  rlaaaic  Soviat  Unaa:  largo 
laaoaica  ttaaa&ra  <firactad  by  a  caagaign  approach  to  mobiMaing  anar* 
giaa  and  managing  dataila.  Thia  campaign,  though,  haa  had  naithar  tha 
adaantaga  of  oantraliaad  plana  and  coordination  nor  tha  bandita  of 
Qorhaehaa*a  aarty  aconondc  rafonna  dholaaala  trada,  prica  rafoim, 
ptoOt  inoMitlvao,  raducad  oantralkation  of  anthoctty—noiia  of  afokh 
hava  ptoeaadad  aceonfing  to  f^m.  Aa  tiiay  antaa  tha  dvOian  indiiatrial 
world,  Soaiat  dafonaa  prodncticm  managm  hava  oonfomitad  tha  uaual 
aqppty  unoartaintiaa,  wadk  tiaa  batwaan  pcoducar  and  ua«r,  «ad  poor 
Ineantivaa.  Tharaftna  tha  effkiaiity  omvocaioa  vdll  ba  oonaktyndily 
bafow  lOOparaaat;  VPK  chairman  Balonaov  aummariaad  thaaa  dmlop- 
maala  by  noting  timt  tiw  dafonaa  complas’a  emitribathm  to  practical 
naadi  "ia  tumfaig  aonr.”  Navarthahaa,  civilian  outyut  win  banafit  in 
tha  dmt  tun  frnn  tha  taaooroa  baaa  and  anparianca  ot  dafonaa 


induitiy.  Ovtr  tlM  iMunr  lua,  thtw  will  b*  imIViWtIbd  plana,  abott* 
fidls,  and  loMr  tachnicai  atandaidi  tlutt  ocmtaimdaita^  twt  idso  aona 
iaoaaaad  and  kq^ovad  cMUan  output,  patbapa  avm  viaflda  to  tha 
avwaft  ccnuomar. 

Fiiundal  budfata  hava  not  baan  a  principal  aourea  of  contiol  ovar 
mditay  aapanditittaa  bat  ndhar  arata  an  aftar*tha*fiaet  aeeoontinf 
daviea  that  fettoarad  tba  of  idtyaiaal  paopaaa  ttd  material 

halaneaa  Thia  rituatfam  ia  baing  dnatkady  altaiad  bgr  ^  potttieal 
laadafah^*a  attantkm  to  tha  lodiieticm  of  aoptaftta  npmdStaum,  bgr 
tha  badgat  laviaw  gweeaaa  of  tha  Stgawna  8oviat  daiwiaa  committaa,  bgr 
tha  tranakkm  of  dalbnaa  induatcy  to  aalf-financing.  and  bgr  tha  naoaa> 
«ky  to  naata  an  actual  financial  budgataigr  baaa  fog  tha  Dafcnaa  Minia- 
tiy  to  puiehaaa  imdiaeta  ftom  indo8tigr<  Tha  Soviat  dateiaa  bnd^ 
a^di  haa  latgidy  baan  an  aztifaet  ot  Waatam  analyata,  ia  noar  baomn> 
ing  a  prinehnd  tool  in  tha  control  tha  Soviat  armad  fMtcaa. 

Tha  Soviat  ndlitaiy  haa  iaplamantad  ita  onthority  aa  a  boyw  of 
dalmaa  ayatama  thromdi  mihtaiy  rapraaantativaa  in  daaign  buiaaiia  and 
lactocica,  oonqnriieoriva  taating  of  naar  aquipaMBt,  and  aaneriona  for 
noqpaifDcinanoa.  Hoaravar,  tha  tachnicai  foaafoility  and  adminiatrativa 
naathoda  of  buyer  authority  hava  baan  c<Hi^[>ronuaad  by  tha  technologiaa 
and  eoaqdaxhiaa  of  eontnnpofaiy  araapon  qratama. 

Tba  advancaa  in  alactronka,  eonqaitariaaticni,  infonnotion,  and 
miniatariaatkm  ainoa  riia  1970a  hava  loft  Soviet  military  induatry  in  a 
vulnandrio  poaition.  Tha  ipaad  of  change,  tha  coai^Mitiaa  of  daaign, 
tha  intagntKm  of  many  difouMt  tadinologiM  and  iiqiuta  ftom  divaraa 
aooreaa,  and  tha  hi^  inaciaton  and  raliafaihty  naadad  in  production 
ctrika  at  tradStional  weak  pointa  of  tha  Soviat  economy,  adii^  are  noar 
affecting  waapona  aoquiaition. 

Tha  intagrativa  of  lha  chief  daaignM  and  tha  VPK  ia  baing 
undarminad  by  tha  numbm  of  participanta  and  tha  OMB|dazity  of  the 
intarftMoa  modem  vraqxm  ^atama.  Flexibility  and  mothratad  died' 
plina  are  needed,  but  both  ora  largely  miaaing  in  Soviat  organixationa. 
Tha  kind  of  focuaad,  cantralkad  campaigna  u^  in  tba  part  to  davdop 
nodaor  waapona  and  kmg*fanga  rocketry  cannot  be  mimichad  today  by 
commonde  to  build  a  microriactrMiiGa  c^mldlity  or  a  data  boa.  Ca¬ 
tania  daaignara  can  no  longer  count  on  akrirly  evolving  tachm^igiea  and 
a  atdda  aat  of  auppliera  but  muat  oonftont  abaip  rhangaa  in  tha  talanta 

their  own  darign  buraona  and  new  (xpabilitiaa  ia  thair  auppliai 

Bvidanoa  ia  now  aurfocing  of  aarioua  ahortc(»ninfe  in  So^  weapon 
tyatmna  in  both  rriiability  ami  performance.  Tbeaa  proUama  hove 
h$tn  particulariy  aavare  in  advanced  alactronka,  oanaora,  communka' 
tkna,  and  eomputwa.  Aa  more  taating  k  naadad  to  diaoovar  problmna 
bafina  fialdittg,  praaautaa  ftiom  tha  military  kadarahip  ate  trying  to 


vili 


stimulate  shorter  times  to  field  new  systems.  Growing  deficiencies  in 
tlw  science  and  research  sectors  compound  the  technology  problems; 
Soviet  fundamental  science  has  been  (Ascribed  as  ‘ioo  weak  to  contrib¬ 
ute  much  to  practical  ^tplications.” 

Much  of  the  Stalinist  structure  siq>porting  Soviet  we^wn  acquisi¬ 
tion  is  now  beginning  to  crack.  It  has  not  crumbled,  and  it  is  even  far 
from  colltqwing,  but  it  is  beset  by  forces  that  reduce  its  ciq>abilities  and 
place  a  premium  on  those  economic  traits  in  which  the  S<Met  Union  is 
weakest 

The  effect  of  conversion  and  defense  cutbacks  is  occurring  at  a  time 
when  the  adequacy  of  defense  R&D  is  being  questioned.  Soviet  mili¬ 
tary  leaders  are  cidling  for  weiqwns  of  qualitatively  new  ciq)abilities  as 
the  military  leadership  wrestles  with  the  simultaneous  issues  of  their 
own  new  doctrine  of  reasonable  sufficiency  and  new  technological  chal¬ 
lenges  firom  NATO. 

These  devel<q)ments  on  the  military  side  point  to  military  demands 
that  place  less  emphasis  on  the  mass-production  base,  but  perhaps 
even  more  on  the  advanced  industrial  cfq>abilities  and  R&D  resources 
of  defense  industry.  The  (femands  for  higher  performance,  increased 
reliability,  lower  costs,  new  and  nontraditional  solutions  to  military 
tasks,  and  greater  speed  of  introduction  of  new  technologies  will 
require  a  reorientation  of  Soviet  defense  R&D  away  from  its  Stalinist 
heritage.  Such  a  reorientation  will  conflict  with  the  demands  on  these 
same  resources  coming  from  the  conversion  to  civilian  production. 

From  the  1930s  to  the  1980s,  Soviet  military  production  and  R&D 
developed  along  one  dominant  path,  evolving  and  refining  its  practices 
and  qiproaches  into  a  clearly  identifiable  style  and  culture.  Tliis  path 
was  consistent  with  the  requirements  of  political-military  doctrine  and 
with  the  economic  base  siq)porting  it.  Participants  and  foreign 
analysts  alike  grew  comfortable  with  the  operation  and  the  understand¬ 
ing  at  this  enterprise.  Now,  politics,  doctrine,  economics,  and  technol¬ 
ogy  are  changing.  The  Soviet  defense  production  complex  and  the 
mUitary  are  adapting  to  forces  imposed  ^  the  leadership  and  by  life 
itself.  The  fog  and  confusions  of  war  are  matched  by  the  uncertainties 
of  evolving  Soviet  politics,  policies,  and  accomplishments. 
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I.  INTRODUCTION 


BfAlN  THEMES:  THE  CHANOINO  CONTEXT  OF  SOVIET 
WEAPON  ACQUISITION 

Soviet  wmptm  duign,  dwalopi&Miit,  and  loodoctkm  have  been  efEec- 
tive  entetpriMi  liiioe  the  1990i.  Ahhougfa  often  lacking  the  moat 
advanced  tedinologiee  q)pearing  in  contenqxtraneous  Weatem  ayatema 
and  aonwtimea  exhibiting  kmer  performance  meaaurea  in  direct  com- 
pariaona,  the  operational  capabilitiea  of  Soviet  weq)ona  have  been  the 
backbone  of  the  Soviet  Union’a  military  competency.  Not  only  have 
theae  we^mna  provided  the  offenaive  and  defenaive  ciq>abilitiea  of  the 
Soviet  military,  they  have  alao  been  delivered  in  great  quantitiea  to 
Soviet  Menda  and  alliea,  and  have  formed  an  important  aegment  of 
Soviet  external  trade— arma  aalea  having  conaiatently  earned  the  Soviet 
Union  a  aignificant  prc^rtion  of  ita  foreign  exchange. 

The  effoctiveneaa  of  defence  induatry  atanda  in  aharp  contraat  to  the 
largely  inferior  performance  of  Soviet  civilian  induatry.  These  differ¬ 
ences  in  performance  are  not  independent  of  each  other,  they  have 
emanated  in  part  from  the  set  of  policies  that  has  favored  the  one  sec¬ 
tor  at  the  expense  of  the  other.  An  ongoing  process  of  change  is  now 
unraveling  many  of  the  weapon  acquisition  policies,  organizations,  and 
management  qqiroachea  set  into  place  in  the  early  Stalinist  period. 
Interwoven  with  that  process  is  the  current  process  of  converting 
defense  industrial  c^Mbilities  to  civilian  use.  The  changing  nature  of 
defense  technology— in  the  context  of  the  prevailing  deficiencies  of  the 
Soviet  economy — further  undermines  defense  industry  effectiveness. 


THE  SOURCES  OF  DEFENSE  INDUSTRY 
EFFECTIVENESS:  IN  BRIEF 

Defense  industry  effectiveness  arises  from  four  principal  sources:  (1) 
the  allocation  of  large  quantities  of  resources  to  tte  defense  efiforti  (2) 
the  assurance  that  the  allocational  choices  are  actually  implemented 
thrmi|d>  priority  over  the  simply  of  materials  and  other  inputs  and 
thro«qd>  close  Communist  Party  and  government  oversight  and  supervi¬ 
sion  of  weqmn  acquisition;  (3)  a  buyer’s  maritet  in  which  the 
customer— the  Ministry  of  Defense— has  been  granted  the  political 
privilege  of  not  accqiting  inferior  product^  and  (4)  a  design  a^  RAD 
philosophy  and  management  qn»oech  that  has  effectively  dealt  with 


1 


2 


the  shortcomings  of  the  Soviet  economic  system.  In  short,  these  four 
sources  of  effectiveness  may  be  designated  allocation  priority,  imple¬ 
mentation  priority,  a  buyer’s  market,  and  design  philosophy. 

This  rqx>rt  will  describe  how  Soviet  political  choices  since  mid- 1^7 
have  altered  the  structure  of  defense  industry  privileges  with  negative 
consequences  for  weapon  acquisition  effectiveness.  Later  sections  will 
address  the  problems  introduced  by  the  wideq>read  use  of  electronics, 
communications,  and  sensor  techimlogies  in  weapon  systems  and  the 
difficulties  encountered  by  the  traditional  design  and  production  phi¬ 
losophy  in  coping  with  the  complexities  of  the  new  technologies. 


n.  THE  PLIGHT  OF  SOVIET  CIVILIAN 
INDUSTRY 


PHASES  IN  DEFENSE  INDUSTRY  SUPPORT 
OF  THE  ECONOMY 

Soviet  defense  industry  is  different  civilian  industry.  Believing 
that  such  differences  have  been  the  mi^r  source  of  the  relative  success 
of  defense  production  and  that  these  differences  are  transferable  from 
the  defense  to  the  civilian  sector,  for  the  past  25  years  Soviet  leaders 
have  attempted  to  seize  a  small  part  of  ^  defense  industry  magic  and 
bestow  it  on  civilian  industry  through  the  transfer  of  defense  managers 
and  methods.  Such  attempts  were  accelerated  in  the  eariy  Gorbachev 
years  in  what  we  can  now  recogitize  as  a  first  phase  of  enlisting  the 
defense  sector  in  the  aid  of  the  economy.'  However,  an  important  new 
element  has  been  added  to  the  earlier  attempts  at  stimulating  civilian 
innovation  and  output.  In  addition  to  magic,  the  present  Soviet 
leaders  are  now  seizing  things  that  have  hitherto  been  closely  guarded: 
defense  industry  resources  and  privileges.  The  second  phase  of  the 
evolving  policy  is  the  conversion  of  defense  industry  capacity  to  civilian 
purposes.  A  review  of  the  causes  for  the  different  results  in  civilian 
and  defense  innovation  and  technology,  especially  the  plight  of  civilian 
industry,  will  lud  in  understanding  and  evaluating  the  evolving  policies 
and  behavior. 


SOURCES  OF  SOVIET  CIVILIAN  INDUSTRY  PROBLEMS 
Two  Kinds  of  Priority 

Within  the  Soviet  system  of  a  planned  economy,  civilian  industry 
suffers  on  two  counts:  (1)  the  political  authorities  allocate  a  compara¬ 
tively  large  volume  of  resources,  especially  of  more  advanced  materials 


^Theie  periods,  from  1986  until  inid-1987,  and  from  then  to  the  present,  were  almost 
certainly  not  planiwd  as  a  pbued  program  Iv  the  Soviet  leadership  but  rather  grew  out 
of  msjor  changes  in  percqrtions  and  politics  that,  in  retrospect,  may  be  identified  with 
diCfrrent  phases.  For  an  analysis  of  the  “first  phiue,"  see  Arthur  J.  Aleaander,  “Soviet 
Weapoiu  Acquisition  in  the  Age  of  Perestroiki^”  in  H.  Rowen  and  C.  Wolf,  Jr.,  The 
ImtMveriehed  Superpower:  Peratroika  and  the  Sooin  Military  Burden,  Institute  of  Con¬ 
temporary  Stodiea  Press,  San  Franciseo,  1990.  The  politi^  stn^gle  is  aimlyaed 
Harry  Gelman,  The  Soviet  Turn  Toward  Conventional  Forte  Reduction:  The  Internal 
Stragfie  and  the  Variablee  at  Ploy,  R-3876-AF,  The  RAND  Corporation,  fbrthcoming. 
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•ad  gnipKti,  to  dsteiat,  ■tatviaf  chriUan  production;  and  (2)  unrealb- 
tieaQjr  hiidi  output  terfats  (taut  plans)  taauk  in  shortfidls  planned 
iiqMits;  thaae  dioit&lls,  whi^  create  great  uncertainty  in  civilian  i»o- 
duction,  are  alleviated  in  defence  incfestzy  throuih  apecial  acceae  to 
antlKnity  and  to  siqipliee. 

'nMee  two  methods  of  transforming  preferences  into  results  can  be 
termed  “allocational  i«iority”  and  *inqdementation  priority.”  Alloca- 
tkmal  priority  exists  vrihen  a  particular  sector  or  recfoient  is  fevored, 
for  exanvle,  ccmyMred  with  another  country’s  sectoral  share  or  levri  of 
resources,  or  tiie  came  country  at  a  different  time.  One  could  say  that 
allocatkmal  prknrHy  is  granted  to  Soviet  defrase,  compared  with  the 
pattwn  of  defense  «qi«iditures  in  most  Western  countries;  or  priority 
is  now  shifting  away  fecmi  defense,  conymred  with  the  situation  in  the 
past  fifty  years  of  Soviet  experience. 

Imidementation  priority  can  arise  whenever  financial  or  other  kinds 
of  allocations  are  insufficient  hy  thenmelves  to  acconqrlish  desired 
detailed  otgectives.  For  exanq>fe«  dealing  with  complex  bureaucratic  or 
regulatory  proceeeoD  in  any  country  is  often  eased  by  access  to  sources 
of  authority  d>le  to  cut  throuifo  red  tq)e.  In  the  bureaucratic,  planned, 
conservative  {Kocesses  of  the  Soviet  Union,  in^lementation  prioTity  is 
a  customary  method  by  which  political  preferences  are  realised. 

It  is  not  logically  necessary  that  allocational  and  implementational 
priorities  coexist  Indeed,  many  cases  of  enormous  expenditures  in  the 
Soviet  Unicm  represent  nugor  commitments  of  allocatkmal  priority 
without  a  (xmoomitant  flow  of  inqtlementation  priority:  West  Siberian 
gas  devdopment  is  one  example.’  Also,  many  exantytes  of  rhetorical 
priority  have  had  neither  the  resources  nor  tim  implementation  com¬ 
mitment  to  back  (ty  tbe  rhetoric,  as  witnessed  in  the  periodic  comput- 
wixatkm  and  agricuhural  development  campaigns.  Politburo  member 
ligachev,  for  example,  complained  that  tiie  State  Phuming  C!!ommittee 
had  submitted  a  draft  armual  plan  for  the  agroindustrial  cmnidex  con¬ 
taining  lower  ctmunitments  than  envisioned  in  the  Five  Year  Plan: 
"While  lip  service  is  paid  to  the  priority  of  tbe  food  program,  the 
resources  are  actually  bring  cut  badr.'^  Defrime,  thouffo,  is  an  eximtyle 
of  tbe  coming  togetto  of  ritefawical,  allocational,  and  implementatkm 
priority  in  the  Soviet  Union— the  alliance  of  word,  ruble,  and  deed. 
The  necessary  cmnplement  to  such  priwity  is  the  low  status  of  civilian 
industry  and  its  consequences:  neriacted  material  base,  low  technriogi- 
cal  levi^  insufficient  outyut,  and  poor  quality  products. 

’Abadan  B«dnc,  Soria  CmOri  PoeMonmoferir  wri  Meonomk  Onmth,  lt-3848-AF, 
The  RAtO)  Oocpontiaii.  iaanay  IMS.  pp.  81-32. 

'niribiabias  dw  Paitir’o  friwttoa  sad  Role  la  Soririgr,”  JVeedo.  iobr  21,  IMS 

(na-sov-si-ise.  Mr  n,  use.  ss). 


Allootkm  to  ChrllfaM  ladotry 

Civilian  induatiy  ia  defined  aa  jnoduetkm  for  civilian  uae,  wnardUnae 
of  the  aouroe.  Not  all  nondefonaa  production*  however,  foea  to  the 
immediate  bendSt  of  indivUhiala;  a  conaideraUa  portion  total  output 
in  the  Soviet  Union  ia  devoted  to  inveatment.  Eatimatea  of  the  drftoae 
ahaie  of  6NP  foil  in  the  range  of  15-17  percent,  and  the  ahate  aBo- 
catad  to  groaa  fixed  inveatment  ia  cloae  to  one*third  of  the  entire 
6NP.*  In  the  Waatem  inductrialised  countriea,  in  coaqiariaon,  the 
defoue  ahare  ia  1-6  percent  and  inveatmmt  about  20  percent  of  GNP. 
Defonae  idua  inveatment  in  the  Soviet  Union,  therefore,  abaorfaa 
rouiddy  46  percent  of  the  ecoimmic  output  of  the  country  vereua  20-25 
percent  in  the  other  developed  induatrial  econunieo.  The  hi^  Soviet 
ahare  of  both  of  tbeae  end  uaea  of  economic  ou^Mit  ie  a  direct  reault  of 
the  political  determination  to  become  a  worid  power  in  economic  and 
military  tanna.  Arithmetic  logic  dictatea  that,  given  aoch  chokea,  ctm* 
aunqittkm  muat  auffor.  Private  houaehdd  conaucqption  abaorfaa  laaa 
than  60  percent  of  GNP  (60-66  percent  elaewhete),  and  total  private 
and  public  oonaumptkm  (which  inchidea  public  aervicea  auch  aa  trana- 
portation  and  health)  atanda  at  66  percent  in  the  Soviet  Union  and 
66-70  percent  in  other  countries. 

Aa  large  aa  the  defonae  share  of  GNP  appears  to  be,  it  imposes  an 
even  larger  burden  on  qiecific  sectors,  eapedally  machinery  ou^nit  and 
RAD.  The  lion’s  share  of  investment  funds  allocated  to  tito  machinery 
sector  has  gone  to  the  defonae  industrial  ministries.  Several  esUmatea 
{dace  the  defonae  ahare  of  total  machine-building  output  at  the  40  per¬ 
cent  leveL‘  For  RAD,  total  Soviet  expendituree  grew  very  slowly  firom 
1976  to  1986,  eaeentially  flattening  out  in  the  latest  five  year  perkxL 
hGlitaty  RAD,  however,  continued  to  grow,  and  since  1976  most  of  the 
growth  in  miUtary  eq;ienditures  has  been  doe  to  the  RAD  account 
Theae  difforential  growth  rates  imply  that  defonae  RAD  has  been 
crowing  out  civilian  RAD  in  the  decade  b^ne  1986.  This  starving  of 
dviliaa  RAD  has  been  occurring  at  the  very  time  that  Soviet  leaders 
have  bean  counting  on  tecluudogy,  innovation,  and  productivity 
increaaea  to  move  the  economy  to  an  intensive  growth  tr^ectory. 


Oiw,  "Ssvtat  goonasrie  Owetfa:  leSS-UaS,”  Jourmi  of  Beonomk  Utmtan, 
VsL  XXV.  DsomAw  1SI7,  Tahb  3,  R- int  fo  oaoWnU  ftetor  eiMl%  1980  araM  fisMl 
I  SS.0  pwwnt  of  ONP,  tnd  28.0  pomat  iHmb  awoiiwd  ia  cumnt  oitab- 


iby  FSatlsBO  Bnwhw  Ljaadaw.  who  aoWd,  ‘In  1988,  wBi- 
twy  oagpet  occoaBtod  fct  ■tanW  40  powwu  of  ptodBcUoa  ia  tin  mochim-buildhn  «aa- 
pha.”  ‘IMdskias  tlw  Party’s  f^aaetion  sad  Rob  in  SocMy,”  Anadh  Mf  21,  1988 

CRNMOv-aa-ua,  Mr  st  vm,  9.  m. 
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Since  at  least  tlM  19308,  then,  Soviet  political-economic  strategy  has 
emphasised  defense  and  heavy  industry  growth  in  allocating  the 
nation’s  available  resoiuces.  under  the  conditions  of  the  Soviet 
planned  economy,  priority  of  allocation  is  insufficient  to  guarantee  that 
plans  will  be  met  Additional  steps  are  required  to  assure  the  desired 
outcomes.  A  method  of  implementation  priorities  is  also  necessary. 

Supply  Uncertainties 

Innovation  always  involves  the  uncertainty  of  the  unknowable  future 
vdieie  affidis  are,  design,  intended  to  deviate  firom  contemporary  cir¬ 
cumstances.  But  for  the  Soviet  civilian  innovator,  the  economic  system 
produces  additional  risks,  the  most  important  of  which  arise  from  the 
supply  of  inputs.  Weakness  of  the  interenterprise  supply  system  has  been 
a  shortcoming  of  the  Soviet  economy  since  the  1930s.  Uncertainty  over 
supply  is  a  migor  concern  of  managers,  and  for  innovating  managers  the 
problems  are  multiplied.  A  great  deal  of  management  effort  is  normally 
devoted  to  devel(q)ing  reliable  relations  with  suiq[>iiers,  tracking  down  late 
or  missing  supplies,  sending  dispatchers  to  problem  enterprises,  and  deal¬ 
ing  with  local  Party  and  government  organs  in  attempts  to  obtain  8tq)port 
in  these  activities.  Once  a  set  of  siq[>pliers,  components,  and  materials  has 
been  identified  and  incorporated  into  an  enterprise’s  plans  and  (Opera¬ 
tions,  a  manager  is  very  reluctant  to  disrupt  these  arrangements;  since 
innovation  generally  involves  disruption  of  familiar  routines,  managers 
naturally  shun  iimovation  activities. 

Supply  problems  arise  from  faulty  planning  procedures,  overcentral¬ 
ization  of  plaiming  and  allocation,  an  underdevel(q>ed  siqrply  infrastruc¬ 
ture,  and  complexity  of  the  economy  with  its  tens  of  thousands  of  enter¬ 
prises  and  millions  of  commoditira,  but  mainly  it  comes  firom  the  tautness 
of  the  planning  system.*  Tautness  is  another  name  for  excess  demand, 
which  arises  firom  the  attempts  of  planners  to  motivate  workers  and 
managers  by  stimulating  effort  throughout  the  hierarchical  management 
system.  When  tautness  is  combined  with  an  incentive  system  that  pri¬ 
marily  rewards  the  meeting  of  gross  (nityut  targets,  a  permanent  seller’s 
market  is  produced,  one  of  whose  outcomes  is  a  state  of  constant  shortage. 
Despite  rqieated  attempts  since  the  19608  to  replace  gross  output  targets 
with  more  complex  indices  of  plan  fulfillment^— including  profit-like 
nwasures— short-term  outyut  continues  to  dominate  the  reward  structure 

S.  BariiiMr,  The  Innovation  Decition  in  Soviet  Indtutry,  MIT  Pi«m,  Cam- 
bridii.  Mm..  1978,  |ip.  70-'^ 

^TIh  iatrachietioa  of  profit-orionWd,  eetf-finoncing  pnctwee  O^xuraodteO  hae  not 
imptovad  matten  markedly.  A  head  bookkeeper  oomplafamd  of  iiwmMi—  nundier  of 
additional  indieaton  and  ^etems  of  inoentivee.  Five  years  ago  the  Report  on  the 
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for  a  8iiiq)]«  and  powerful  reason:  The  mi^nits  of  one  organization  are  the 
iiqnits  of  others;  in  a  planned  economy  of  the  Soviet  type,  the  auth<mties 
cminot  tolerate  schemes  that  could  disnqit  the  vast  number  of  bureau¬ 
cratically  contrived  connections  among  organizations  without  contem¬ 
plating  a  chaotic  breakdown  of  the  production  system.* 

As  much  as  the  risks  to  innovation  are  multiplied  for  the  Soviet 
manager,  the  rewards  for  successful  implementation  of  technological 
change  ate  stunted,  mainly  for  the  reason  just  alluded  to:  a  reward 
structure  thst  continues,  in  the  main,  to  be  baaed  on  gross  output 
Deqnte  several  attenpts  to  juggle  new-piodimt  prices  to  favor  innova¬ 
tion  and  to  add  output  indices  based  on  the  number  or  value  of  innova¬ 
tions,  these  modifications  have  been  fairiy  minor  and  ineffective. 
Moreover,  the  very  system  of  central  planning  that  produced  the  nega¬ 
tive  incentives  in  the  first  place  insulates  producers  from  pressures  to 
innovate  that  are  generated  by  competition  and  the  potential  entry  of 
new  enterprises.  Enterprises  are  assured  of  customers  for  their  pro^- 
tion.  Consequently,  they  face  only  administrative  pressures  (rather 
than  economic  requirements)  to  irmovate. 

Orgnnizatioiial  Structure 

In  addition  to  the  disincentives  retarding  productivity  and  techno¬ 
logical  change,  organizational  structure  also  acts  to  discourage  iimova- 
tion.  Soviet  economic  organizations  are  marked  by  large-scale  bureau¬ 
cratization,  complexity,  hierarchical  rigidity,  and  horizontal  boundaries 
that  are  often  more  difficult  to  bridge  than  intematioiud  boundaries 
between  less-than-fiiendly  states.  Where  technology  is  fluid  and 
change  is  rqiid,  successful  irmovating  organizations  require  flexible 
structures,  lateral  interactions,  and  organic,  nonhierarchical  schemes  of 
organization.  Soviet  economic  orgaiuzatioiw  tend  to  violate  these 
norms  in  all  dimensions.  As  one  exanqrle,  Soviet  enterprises  are  lum- 
beringly  large.  Twmity  years  ago,  only  16  percent  of  Soviet  enterprises 
enqrloy^  fewer  than  M  pe<q;)le,  compart  with  86  percent  in  the 
United  States  and  96  percent  in  Jq;)an.  At  the  other  end  of  the  distri¬ 
bution,  24  percent  of  Soviet  establishments  had  more  than  600  enqrloy- 
ees;  in  the  United  States,  only  1.4  percent  of  the  firms  were  as  lar|^ 
and  in  Japan  the  figure  was  a  tiny  0.3  percent.*  In  the  meantiiiM, 
Soviet  organizatiotM  have  grown  even  larger  with  the  merger  of  enter¬ 
prises  and  tlM  creation  of  production  associations  and  scienoe- 

nmt  cf  Norm  coesiitsd  of  10  psgw,  and  now  it  boo  240  pofM.”  V.  L  Sidorov,  ‘Hlio 
Aawdatbia’o  BoiAkoapiiw  Strriow,”  KKO.  Oetobor  1906,  p.  84. 

*rhii  point  b  put  formid  tqr  Oto,  *Soidot  Bcoaomic  Growth,”  p.  1802. 

*Bofiiaor,  Tht  Innovation  Doekion,  p.  83. 
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inoduetkm  MtociatioM  in  wliidi  many  tntMiniiaM  an  jnnad  under  a 
■iitgi*  iaana(nMnt>  Imiieidlyt  of  entwfprieee 

neeaich  inatitiilea  into  aumaoua  eraqjdezaa  waa  intended  to  correct 
Uie  offMiisaAimal  boundary  iMoUam. 

Deepite  the  larfe  ecale  of  individual  Soviet  reeearch  and  productkm 
orpaniaationa,  the  Soviet  induatriai  rtroetun  hae  bera  characteriaed  by 
ftinetkmal  qierieHiation.  Productkm  Mrtnpiriaee  do  little  RJkD;  reaeaich 
inatitutee  have  little  capacity  for  prototype  omatruetiMi  and  teating  or  fin 
pilot  idant  production.  Deeign  and  project  organiaatione  i»oduce  Uue- 
printa  fin  producte  and  foeUMriee  t^  will  never  have  to  produce  or 
manage.  Even  when  a  neeateh  inatitute  is  within  the  eame  miniatry  ae  a 
productkm  plant,  ^  diffonnt  incentivee  acting  on  managen  of  the  dif- 
forent  (Uganiaatkme  produce  <mly  weak  fincee  for  the  intnactione  and 
pera(mal  energiee  reqpiired  to  develop  an  innovation  and  tranefor  it  euc- 
ceaafiilly  to  a  producing  organiaatkm.  Moreover,  the  forcea  of  demand  are 
ao  Uunted  that  there  ie  often  little  incentive  to  produce  even  a  euc- 
ceeaftilly  iii4deniented  iimovation. 

For  many  producte  and  technokigiee,  market  economiee  can  coordi¬ 
nate  theae  different  functione  throu|^  arm’e-length  market  traneac- 
tione;  but  for  the  majority  of  products,  the  fimctione  are  integrated 
within  sinsje  companies  where  intense  peraonal  commtmications  and 
the  movement  of  people  who  embody  technical  knowledge  and  know¬ 
how  are  more  poasiUe  tiian  acroaa  company  boundariea.  Even  with 
such  integratkm,  however,  reaearch-intenaive  companies  in  market 
economies  find  tiiat  the  maiugenwnt  of  the  interfunctional  flows  is  a 
critically  inqwrtant,  difficult,  ami  consuming  activity.  Devek^ing 
effective  links  among  reaearch,  design,  development,  jmxluction,  and 
marketing  is  difficult  in  the  best  of  circumstance^  under  Soviet  condi¬ 
tions  it  is  grossly  ineffective. 


GOAL-OBIBNTED  PBOORAMS;  BORROWINO 

fbomduense 

One  pcdity  devekiimient  in  the  civfl  q;>here  deserves  mention  because 
ci  its  links  to  milttary  sector  fwactices:  the  use  of  program  planning 
and  management^  Ihe  program  approach  emphaaisee  a  set  of  goals 
or  tedmical  addevmnents  such  as  the  devekimient  of  a  qwcific  new 
product  or  the  creation  of  some  proikietion  capaMlity.  For  such  pro¬ 
grams,  idans  focus  on  the  achievement  of  the  goals,  rather  than  on  an 

**^1100  Ceapcr.  TsaovsHaa  te  laaovaUoa  ia  Soviet  ladimfy,”  in  B.  Aauaui  aad 
i.  Cooper  CodkK  JMwtrW  /aaewetfan  in  the  Soekt  Union,  Yale  Uirivetafor  Pieaa,  Now 
Havoa,18a. 
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oigamnrtkmid  unit  mich  as  an  entaiprisa.  lAany  of  thaae  progMma  in 
tha  civil  aector  appear  to  be  related  to  high-level  Party  or  government 
objectivee  and  are  managed  mitside  tlm  usual  methods  and  organiza¬ 
tional  firameworke.  In  some  cases,  tinm  schedules,  resources,  and  par¬ 
ticipants  are  designated  in  tlm  formal  documents  authorizing  the  pro¬ 
ject  For  important  interministry  problems,  a  lead  organization  may  be 
assigned  authority  over  resources  and  over  other  participating  mgani- 
zations.  In  the  most  important  projects,  bi^-Ievel  political  hacking  is 
used  to  solve  the  always-present  problems  of  bottlenecks,  unreliable 
sumdies,  uncooperative  partners,  and  genera]  disinterest  in  results. 
Such  a|q>roachee  have  bem  used  for  maj/ot  campaigns  such  as  exploita¬ 
tion  of  Western  Siberian  oil  and  gas  reserves,  or  for  more  narrosdy 
defined  goals  such  as  a  ship-lmilding  development  program.^^  Program 
management  effectiveness  depends  on  the  ability  to  isolate  a  hith- 
priority  goal  from  the  general  economic  structure.  High  priority  and 
privileged  access  to  siqqilies  and  organizational  talents,  though  can 
disrupt  the  plans  of  others  and  impoee  an  additional  burden  on  the 
already  taxed  capabilities  of  less  privileged  managers.  As  Berliner 
notes,  when  the  source  of  problems  is  systemic,  the  creation  of 
remedies  by  exceptions  only  adds  complexity  and  arbitrariness  to 
resource  use  and  decisionmaking.^^  Therefore,  to  the  extent  that  pro¬ 
gram  planning  is  effective,  it  contrilnites  an  additional  in9>ediment  to 
iimovation  and  effectiveness  for  the  nonfsvored  residual  claimants  of 
resources. 


»lbkL.p.47B. 

‘’BnBim,  The  Inntmtion  Deeieion,  p.  78. 


m.  THE  FAVORED  SITUATION  OF  SOVIET 
DEFENSE  INDUSTRY 


EFFECTIVENESS  AND  EFFICIENCY 

Analysis  of  the  sources  of  defense  industry  “magic”  should  clearly 
separate  notions  of  “efficiency”  and  “effectiveness.”  Broadly  speaking, 
Soviet  weapon  development  and  production  have  been  effective  in  an 
international,  military  context.  But  according  to  a  growing  volume  of 
evidence,  the  efficiency  of  Soviet  defense  R&D  and  production  is  ques¬ 
tionable,  especially  for  the  more  technologically  advanced  and  complex 
types  of  equipment. 

Although  the  defense  sector  has  been  buffered  from  many  of  the 
inefficient  practices  and  incentives  of  the  civilian  economy,  it  is  essen¬ 
tially  part  of  the  same  sysU  Ji.  Moreover,  it  supplies  a  knowledgeable 
customer  who  makes  exacting  demands  with  the  state’s  resources  to 
back  them  up.  The  combination  of  a  weakly  motivated  economic  sys¬ 
tem,  exacting  demands,  and  a  fat-cat  customer  has  supplied  the  ele¬ 
ments  for  an  industry  with  low  cost-consciousness. 

Anecdotal  evidence  describes  many  of  the  same  processes  in  defense 
establishments  that  degrade  efficiency  in  civilian  enterprises,  and  for  the 
same  reasons.  Soviet  efficiency  in  producing  contemporary,  technologi¬ 
cally  advanced  military  hardware  is  especially  low  compared  with  U.S. 
practice.  Recent  intelligence  analyses  suggest  that  the  resource  cost  of 
Soviet  weapon  pnxmrement  has  doubled  in  the  past  decade,  whereas  had 
these  weapons  been  produced  in  the  United  States,  the  cost  would  have 
grown  by  only  about  15  percent.  “They  are  at  best  slightly  less  productive 
in  manufacturing  trucks  and  ships  but  grossly  inefficient  compared  to  the 
U.S.  in  producing  high-tech  guidance  systems.”^ 

This  inefficiency  of  the  Soviet  defense  production  sector  may  not  be 
fblly  aiq>arent  to  Soviet  planners  and  leaders  because  the  full  cost  of 
output  is  not  always  reflected  in  the  prices  that  the  defense  ministry 
pays  for  its  products.^  As  khozraschet  is  introduced  into  defense 
plants,  though,  enterprise  managers  are  making  increasing  numbers  of 
complaints  that  they  caimot  generate  profits  under  the  existing  pricing 
practices  where  monopsonist-established  prices  do  not  cover  the  costs 
of  production. 

IntoUicBiic*  Afsiicy,  Deferue  Re$earch  Comment:  The  High  Cost  of  Soviet 
Defenee,  DRC11&^,  Daca^tMT  IMS,  pp.  2-3. 

‘This  point  is  tsksn  up  in  graatsr  dstail  in  Sec.  VIII. 
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MILITARY  INCENTIVES 

The  highly  skilled  and  experienced  military  professionals  of  the 
Soviet  General  Staff  formulate  weapon  acquisition  requirements  and 
policies  in  light  of  the  always-changing  nature  of  the  technical  level 
and  capabilities  of  the  forces  cqiposing  them.  Real,  international  com¬ 
petition  generates  a  phenomenon  that  is  rather  rare  in  the  Soviet 
Union:  a  buyer  operating  under  Incentives  leading  to  choices,  that — to 
an  outside  observer— appear  to  be  rational.  This  rationality  is  com¬ 
bined  with  political  authority,  which  transforms  the  defense  industrial 
sector  into  a  buyer’s  market  dominated  by  consumers.  Unlike  most 
other  actors  in  Soviet  economic  affairs,  the  military  and  the  defense 
industrial  managers  in  general  actually  choose  what  they  ought  to 
choose:  They  are  astute  buyers.  This  is  not  to  deny  that  distorted 
prices  and  the  loosened  constraints  brought  about  by  long-term  budget 
growth  have  induced  many  deviations  from  strictly  optimal  behavior, 
but  the  military  has  been  given  something  that  others  do  not  have: 
authority  to  cope  with  uncertainty  and  risk,  and  the  ability  to  escape 
the  customary  Soviet  preoccupation  with  the  narrowly  defined  effi¬ 
ciency  of  producers  at  the  expense  of  the  utility  of  users. 


MILITARY  INDUSTRY’S  ACCESS  TO  SUPPLIES 

Military  industry  has  customarily  been  given  first  priority  in  its 
access  to  materials  and  the  outputs  of  other  enterprises.  Beginning 
with  planning  at  the  highest  level,  the  military  allocation  (as  deter¬ 
mined  by  the  interplay  of  politics,  economics,  and  military  demands)  is 
satisfied  first,  with  the  rest  of  the  economy  treated  as  a  residual.^  In 
production  plans  at  enterprises,  military  orders  must  be  completed 
before  the  demands  for  other  customers.  Capital  equipment  in  short 
supply  goes  first  to  military  plants,  and  then  the  remainder  is  allocated 
to  lower  priority  enterprises.  Advanced,  high  productivity  foreign 
equipment,  both  bought  and  stolen,  flows  to  military  producers.  Not 
only  supplies  and  equipment,  but  also  high-quality  workers  and 
managers  have  been  channeled  to  the  military-industrial  sector,  where 
they  have  been  rewarded  with  high  salaries,  bonuses,  and  other  per¬ 
quisites  such  as  housing. 

To  guarantee  the  quality  of  its  inputs,  the  military  itself  manages  a 
network  of  military  representatives  at  production  plants  producing 
final  goods  or  inputs  for  the  military  customer.  These  r^resentatives 

^A.  S.  Backer,  Soviet  Central  DecieionmaUng  and  Economic  Growth:  A  Summing  Up, 
R-3349-AF,  Hm  RAND  Corporation,  Janaary  1986,  pp.  9, 19-21. 
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h«v«  the  leqMnsibility  and  authority  to  reject  ou^Mit  that  Aies  not 
meet  the  contractual  specifications  and  to  work  out  corrective  pro¬ 
cedures  with  local  managers. 

Even  more  than  in  civilian  industry,  the  military  industrial  minis¬ 
tries  and  fisetories  try  to  assure  that  as  many  of  its  supplies  and  inputs 
are  produced  under  its  control  as  possible.  For  example,  the  Ministry 
of  Aviation  Industry  includes  aluminum  production  ciqpabilities  and 
rubber  plants  for  tire  production. 

In  short,  military  producers  escape  many  of  the  effects  of  a  seller’s 
market.  'They  insist  on  the  meeting  of  agrmd  quantities,  qualities,  and 
schedules.  And  th^  have  the  advantage  of  planning  priority,  delivery 
authority,  and  ind^ndent  on-the-scene  inspection  by  authoritative 
experts  to  implement  their  demands. 

Party  and  government  organs  contribute  to  the  reduction  of  stqpply 
uncertainties  to  military  industry.  As  part  of  their  general  function  of 
obtaining  supplies  for  enterprises  under  their  jurisdictions,  local  Party 
secretaries  pay  special  attention  to  military  production.  They  can 
divert  needed  siqqrlies  from  civilian  plants  to  military  plants,  comb  the 
local  area  for  reserves,  and  call  on  Ibeir  comrades  in  other  areas  to  do 
the  same  in  exchange  for  commodity  trades  or  future  favors.  Local 
Party  leaders  can  use  political  pressure  on  producers  to  speed  up  pro¬ 
duction  to  meet  deadlines,  find  transport  equq>ment  to  move  available 
goods,  and  otherwise  attempt  to  solve  the  thousands  of  bottleneck 
problems  that  affiict  Soviet  industry.  Some  analysts  claim  that  these 
ftinctions  l^ptimize  the  roles  of  locid  Party  leaders,  impeding  reforms 
that  would  eliminate  these  functions  and  therefore  the  local  Party’s 
status  and  main  raison  d'itre. 

When  solutions  to  suiq>ly  problems  cannot  be  dealt  with  on  the  local 
level,  ofiScials  can  ascend  the  Party  hierarchy,  seeking  resolution  at 
hitter  levels.  At  the  top,  the  Party  Secretary  overseeing  the  Defense 
Industry  Dqiaitment  of  the  Central  CommittM  can  presumably  call  on 
the  entire  national  econon^  tc  solve  a  critical  military  industrial  sup¬ 
ply  ptoUem,  mobiliang  the  plaxming  and  8tq>ply  agencies,  industrial 
cqMbilities,  and  stocks  and  reserves.  The  Party,  therefore,  both  estab- 
litiies  the  priority  of  the  military  sector  and,  in  its  deplt^ed  cq>acity 
thrm^MUt  tlM  country,  stands  r^y  to  he^  implement  its  own  policy. 

The  Party  is  aided  in  this  task  ly  the  VPK,  an  agen«y  that  is  nomi¬ 
nally  attached  to  the  Council  of  Ministers  but  is  closely  supervised  by 
the  Par^  Secretary  for  Defense  Industry.  Hw  VPK  is  primarily  an 
inqrtraBmthv  orga^sation  of  military-industrial  policy  rather  than  one 
that  originates  policy.  One  of  its  primary  jobs  is  to  coordinate  and 
poliee  militaiy  jniotities  throughout  the  economy  and  to  see  ttot  deci¬ 
sions  ate  actui%  emried  out.  The  VPK  partic^wtes  in  planning  of 
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wMqwns  R&D  and  procurement  at  the  national  level  with  Goqilan,^ 
the  Academy  of  Sdences,  and  the  State  Ck>mmittee  for  Science  and 
Technology  (6KNT).  With  a  stqiraministerial  role  and  commenaurate 
authority,  ita  inatructora  have  the  knowledge,  akill,  and  power  to 
enforce  conqiliance  with  contracta  and  program  plana;  apparently  th^ 
are  not  reluctant  to  use  these  powers,  even  if  fulfilling  military 
demands  has  adverse  consequences  for  lower-priority  users. 

Two  modifications  to  t^  rather  bald  description  of  priority  are 
necessary  to  bring  it  closer  to  reality.  First,  althou^  the  military  has 
priority,  and  this  is  recognized  and  acted  upon  throu^out  the  system, 
the  actors  at  all  levels  are  not  unaware  of  the  harm  done  to  other  sec¬ 
tors  of  the  society  by  slavish  attention  to  military  demands.  Decision¬ 
makers  and  Party  leaders  will  fi^t  sharp  changes  in  military  require¬ 
ments  if  the  changes  drastically  disnq>t  established  plans  and  relations. 
From  the  top  budget  and  planning  agencies  down  to  the  low-level  siq)- 
ply  organizations,  there  is  evidence  that  "reasonable”  and  "customary” 
military  demands  will  be  more  or  less  automatically  satisfied  but  that 
urtreasonable  requests  will  be  opposed  or  compromises  sought.  Over 
the  long  run,  however,  military  industry  has  been  successful  in  obtain¬ 
ing  what  it  needs,  while  being  sensitive  to  what  the  economy  can 
provide— at  least  in  the  short  run. 

The  second  modification  has  to  do  with  lue  proliferation  or  "bliz¬ 
zard”  of  priorities.  As  with  many  other  umts  of  exchange  that  are  not 
backed  by  real  resources,  it  is  all  too  easy  for  the  authorities  to  issue 
more  priority  than  the  available  production  capacity  can  siqiport,  thus 
leading  to  inflation.  There  has  been  just  such  an  inflation  of  priority 
in  military  production.  Enterprises  overbooked  with  priority  orders 
end  up  by  fulfilling  those  that  are  the  easiest  to  produce.  O^rs  get 
Hipest  Party-Government  Priority,  Council  of  Ministers  Priority, 
Ministry  of  Defense  Priority,  VPK  Priority,  industrial  ministry  prior¬ 
ity,  and  so  on  down  the  list.  As  priorities  proliferate,  military  industry 
becomes  more  like  the  civil  sector,  with  aU  of  the  attendant  problems 
of  tautness  and  a  seller’s  market. 


THE  POLITICAL  SOURCES  OF  EFFECTIVENESS 

The  effectiveness  of  Soviet  weapons  acquisition  has  depended  on  the 
granting  of  special  ri^ts  and  privileges  to  the  defense  establishment  by 

*TIm  chnmick  of  ovonU  in  Um  Council  of  MiniiUn,  for  oxunple,  noted  •  j(^t 
pnwontstion  by  Goiplsn  and  the  VPK  on  the  draft  plan  of  the  defonee  complex  for  the 
cominc  year.  “Clmmicle,  In  the  Presidium  of  the  Council  of  Minietere  of  the  U^R,” 
PmMktoenny  Vettnik,  No.  18,  September  1988,  p.  3. 
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the  political  leaden.  Effectiveness  largely  flows  from  political  decisions 
and  choices.  The  special  rii^ts  granted  to  Soviet  defense  include: 

1.  The  privilege  of  the  customer— the  Ministry  of  Defense— to  be 
a  demanding  buyer.  It  can  expect  contracts  to  be  honored;  it 
can  enforce  performance;  it  can  refuse  to  accept  defective 
products. 

2.  The  privilege  of  defense  industry  to  receive  priority  in  the 
planning  and  delivery  of  materials  and  siq>plies.  It  is  assigned 
the  best  managers;  it  has  been  able  to  attract  top  technical 
specialists;  in  a  shortage  economy,  it  is  afforded  first  access  to 
supplies. 

3.  The  defense  effort  has  been  given  the  right  to  the  large 
volume  of  resources  needed  to  meet  military  requirements. 

These  three  rights  granted  by  the  political  leadership  to  the  nation’s 
defense  have  permitted  defense  managers  to  operate  with  greater  flexi¬ 
bility  and  less  uncertainty  than  managers  in  the  civil  sector.  Althou^ 
the  Soviet  economic  system  and  decisionmaking  practices  impose  con¬ 
siderable  caution  and  conservatism  on  defense  industry  managers  and 
designers,  they  have  sufficient  assurances  of  material  support  to  confi¬ 
dently  develop  and  use  new  technology  in  military  equipment.  In  the 
almost  60  years  of  experience  with  this  structure  of  resource  allocation, 
defense  industry  leaders  have  developed  a  management  style  and  orga¬ 
nizational  approach  that  deals  effectively  with  the  system  in  which 
they  operate.  However,  without  the  political  backing  for  buyer  domi¬ 
nance,  supply  priority,  and  a  large  share  of  resources,  defense  industry 
would  operate  at  close  to  the  levels  of  effectiveness  exhibited  by  civil¬ 
ian  industry.  Although  there  are  some  high  points  in  the  product 
design  and  cost  situation  in  Soviet  civilian  branches,  overall  perfor¬ 
mance  is  generally  less  than  the  purely  technical  abilities  of  Soviet 
civilian  industry  would  lead  a  Western  a^yst  to  expect. 

Over  the  years.  Western  analysts  have  described  several  methods  to 
increase  the  effectiveness  of  the  Soviet  civilian  economy,  including:  (1) 
reform  of  the  economic  system,  bringing  it  more  in  line  with  Western 
capitalist  economies  to  obtain  greater  output  from  available  resources; 
(2)  reallocation  of  resources  horn  defense  to  civilian  uses;  and  (3),  in 
the  absence  of  economic  reform,  shift  of  implementation  priority  of 
sttoply  in  the  tautly  planned  economy  from  defense  to  civiliim  pro^- 
tion.  Economic  reform,  so  far,  is  largely  a  stillborn  policy  \mder 
Gorbachev’s  perestroika.  The  policy  of  conversion,  as  it  has  evolved 
over  the  past  two  years,  tiims  out  to  incorporate  a  good  deal  of 
resource  r^ocation.  Preliminary  evi^nce  indicates  at  least  a  partial 
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shift  in  implementation  priority,  altiiough  the  actual  persistence  and 
consequences  of  such  a  shift  will  have  to  be  carefully  monitored  to 
assess  the  longer  term  effects.  Underscoring  the  shift  in  priorities, 
prime  minister  Ryzhkov  told  the  Supreme  Soviet  that  the  main  value 
impressed  iq>on  defense  production  ministers  was  the  “excqitional 
importance  of  measures  aimed  at  conversion  of  defense  promotion 
facilities  and  their  redesignation  to  the  production  of  consumer  goods, 
alongside  the  need  to  equip  the  USSR  Armed  Force.”*  Thus,  the 
Soviet  leadership  has  firmly  embarked  on  at  least  one  and  a  half  new 
policies.  Conversion  now  reflects  political  changes  that  deviate  from 
the  Stalinist  value  system  embedded  in  past  practice  and  institutions. 


DEFENSE  INDUSTRY  GOVERNANCE 

An  issue  of  great  importance  is  the  question  of  governance,  for  it  is 
through  political  and  administrative  governance  that  priority  has  been 
assigned  and  implemented.  The  chief  instruments  of  governance  ate 
the  Military  Industrial  Commission  and  the  ministerial  structure  imder 
it,  and  the  Party  apparatus.  The  fact  that  the  former  VPK  Chairman 
was  appointed  head  of  Gosplan  at  about  the  time  of  increased  civilian 
responsibilities  for  the  defense  complex  may  have  been  coincidental, 
but  it  also  suggests  that  the  political  leaders  wanted  a  knowledgeable 
defense  manager  in  the  chief  planning  job.*  Meanwhile,  the  VPK 
apparently  has  been  given  responsibility  for  coordinating  the  activities 
of  civilian  production  in  the  defense  complex,  for  producing  conversion 
plans,  and  perhaps  for  the  broader  planning  and  coordination  of  food 
processing  equipment  production  and  the  other  tasks  and  plans 
assigned  to  the  defense  production  complex.  Some  evidence  suggests 
that  a  new  directorate  luu  been  created  in  the  VPK  overseeing  civilian 
output.^  Similarly,  defense  production  ministries  have  added  new 
directorates  or  deputy  ministers  since  early  1988  with  apparent  respon¬ 
sibility  for  civilian  goods.*  The  VPK  chairman  has  been  a  leading 

^Repoit  by  N.  I.  Ryzhkov,  Chainnan  of  the  USSR  Council  of  Miniaters,”  Pravda, 
June  28. 1988,  p.  2  (FBIS-SOV-88-123,  June  28, 1989,  p.  38). 

*Prime  Minister  Ryzhkov,  req>onding  to  cziticiama  of  Supreme  Soviet  delegates  over 
confirmation  of  Yu.  D.  Maabukov  as  Go4>Ian  chainnan,  remarked  that  as  VPK  chair¬ 
man  he  had  to  face  broad  economic  and  technologicai  matters,  as  well  as  complex  organi¬ 
zational  problems.  “Ryzhkov  Addnaaea  Joint  Chambers,”  Moscow  Televinon,  June  10, 
1969  (FBIS-SOV-88-111-S,  June  12, 1M9,  p.  77). 

‘'For  example,  V.  Komarov,  who  has  been  identified  as  a  VPK  department  chief,  has 
written  on  defisnae  industry  conversion  plans.  “Action,"  Pravitelitvenny  Vestnik,  No.  18, 
September  1989  (FBIS-SOV-89-191.  October  4, 1989,  p.  108). 

*rhe  Ministry  of  General  Machine  Building,  for  example,  has  a  Department  of  Con¬ 
sumer  Goods.  “Defonae  on  the  DefSsnaive,”  S<^iali$tieheahaya  Industrfya,  September  21, 
1989,  p.  2  (FBIS-SOV-88-191,  October  4, 1960,  p.  104). 
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puk^  •postman  for  tlie  coinrmion  to  civilian  output,  and  individual 
miniat/ara  have  fdten  pofa<mal  laiyonaibility  for  meeting  idanned  out- 
puta  ^  tfaev  oam  flidMoea  (rf  influMice.  At  the  veiy  leaat,  thra,  one  can 
aaor  that  Chilian  inoAiction  haa  the  mtmition  ^  the  top  induatrial 
laadew.  And  if  thia  effort  haa  captured  the  time,  concentration,  dnli- 
tiea,  and  enaigiea  of  management,  then  defonae  production  muat  have 
leaa  of  theae  acarce  leaouioea. 

Aa  part  of  a  general  induatrial  raatnicturing,  the  defonae  productiiim 
eompkix  wra  partially  raconfiguted,*  with  the  new  miniatry  ipparatua 
iitiendad  to  li^  ita  main  atraaa  on  atrategic  iaauea  of  technology  and 
invaatment,  rather  than  on  economic  managements^  Althou^  the 
plan  ia  not  to  create  auperminiatries  that  would  atrengthen  their 
mon<qx>ly  poaition  and  their  dq;)artmental  diktat,  it  ia  difBcult  to  aee 
how  increaaed  centralization  will  be  avoided,  eqMcially  aince  techned- 
ogy  atrategy  and  inveatment  lie  at  the  core  of  induatrial  control. 

So  for,  civilian  production  in  defonae  industry  haa  not  been  granted 
the  implementation  priority  of  defonae,  aa  defense  production  managers 
have  been  sadly  remind^  when  they  are  forced  to  confoont  the 
vagaries  of  the  civilian  atqqily  system.  But  even  thou^  civilian  output 
does  not  carry  the  legal  stamp  of  priority,  it  ia  often  the  hi^-level 
attention  to  tte  problems  and  processes  of  production  that  matters.  In 
that  sense,  there  appears  to  be  a  transfer  of  priority  to  civilian  matters. 
But  how  long  will  it  last?  Will  it  sur^ve  ano&er  season,  another 
year?  Since  it  flows  fitom  political  power  and  administrative  methods, 
the  political  pleasure  must  be  maintained— and  institutionalized. 

The  requirement  for  priority  in  the  Soviet  economy  was  formally 
recognized  by  the  government  late  in  1989.  In  a  speech  to  the  Congress  of 
Pe(qple’s  Deputies  reporting  on  the  state  of  economic  reform.  Prime  Min¬ 
ister  Nikolay  Ryzhkov  stated.  The  granting  of  economic  priorities  is 
required  for  civilian  production  in  the  defense  sector.”**  This  declarative 

*nM  “detaiM  oooqrin”  now  conpriiM  (a)  six  praduetion  miniatrias,  (b)  two  minia- 
triaa  till  chril  aivktioii  and  comnwinkadiona,  and  (c)  the  State  Committee  for  ComfMitw 
Tachwdotr  sad  Infimnatica.  The  aix  {aoAietkm  miniatiiea  aie;  aviation  produetkm, 
aUpbuOdins;  defcnae  production  (ordnance  and  omvantaaoal  waapona),  gene^  madiiM 
bitQiBng  (halMarir  mimilea),  radio  paoduetkm  (elactroaica  pioducta),  a^  alectronica  pio- 
doctioo  (componauta).  now  cwnmunicationa  miniatry  combinaa  the  old  omnmunica- 
tiona  tranamiaainn  and  aqidiaMit  produetkm  miniatrioa  Hw  formar  medhim  machiiM 
buikKnc  ndniatty  (mreloar  waapona)  waa  indndad  in  a  new  energy  miniatiy  ia  Uie  “fbela 
and  energy  oomplaz.”  Sea  *Government  (rftbe  Nation,”  Prauiubtamny  Vtttnik,  No.  18. 
Saptamber  1186,  p.  2. 

**Spaech  by  Nikolay  Ayibkov  to  the  USSR  Supremo  Soviet,  Moacow  Teieviaion  Ser- 
idee,  Jane  10. 1688  (FRIS-SOV-aS-lll-S,  June  12. 1980,  p.  75). 

‘‘Nikolay  Rydikov,  “Bflbctivenoaa,  Cooaoiidation,  and  Refiwm  are  the  Way  to  a 
HaaMiy  feonoBBy,*  /aMadyn,  Docembor  U,  1988,  pp.  2-4  (FBIS-SOV-89-239,  Doconber 
14, 1688,  p.  54). 


pcrficy  Bwrin  a  ahaip  braak  from  aa^  formulatkm  oi  convanucm 
metluxiB;  however,  there  is  no  evklenoe  yet  of  implementation  of  Midi  a 
polk^. 

the  cimtiniied  i^anned  and  centraliaed  orientation  of  the  Soviet 
eccmoiay,  die  redueti<»  of  military  iaq^bmentatim  priority— were  it  to 
occur— woidd  require  a  rooting  out  cd  decadee  of  practice  and  habit, 
beginning  at  the  top>moet  pUnning  levda,  readiing  down  throi:^  Party 
cadrea  and  economic  managers  at  the  lowest  levels.  It  would  mean,  fmr 
ezanqde,  that  if  aluminum  sheet  were  in  short  supply,  it  would  mote  prob¬ 
ably  end  iq>  at  a  toaster  fhctoiy  than  at  a  MiG  aircraft  plant.  Countless 
thousaids  of  daily  dedsions,  made  according  to  powerfiil  instituticmal 
incentives,  reinforced  by  60  years  of  habit  and  eaperience,  would  have  to 
be  reshqied  acceding  to  new  priorities.  All  of  the  Soviet  eqierience  sug¬ 
gests  that,  to  be  effective,  such  a  change  in  values  and  policies  would 
require  a  massive  mobilization  campaign,  wlmlesale  lemoval  of  old  cadres 
and  qnxantmrat  of  replacements,  and  visible  punishments  and  rewards 
to  enqdiasize  that  the  desired  performance,  on  which  incentives  are 
based,  had  indeed  changed. 

The  most  direct  source  of  political  pressure  has  been  the  D^nse 
Industry  Dqiartment  of  the  Central  Committee  Secretariat,  and  the 
secretary  reqmneible  for  the  department.  It  is  notable  that  the  central 
committee  departments  with  economic  sector  oversight  were  disbanded 
in  late  1988,  ezc^t  for  the  agrarian  and  defense  industry  departments. 
Gorbachev  stressed  that  the  decision  to  retain  these  two  departments 
was  necessary  at  the  current  stage  of  reform  but  that  they  may  easily 
be  dissolved  in  the  fiiture.^^  The  other  dqjMurtments  were  rq>]aced 
commissions  with  broad  social  and  political  mandates,  but  often  with 
seemini^  little  power.  For  the  moment,  then,  the  Central  Committee 
secretary  and  dqmrtment  for  defense  industry  still  exist  and  continue 
to  wield  Party  political  sanctions  over  defense  industry  activities.*’ 
However,  the  Party  secretary  for  defense  industry  also  has  been  active 
in  areas  for  removed  from  d^ense:  pollution  and  environmental  issues, 
to  name  just  two  additional  responi^ilitiee.  Thus,  the  content  of  this 
position  has  bemi  broadeiwd,  with  presumably  less  attention  being 
given  to  defense-industrial  matters. 

A  new  feature  in  Soviet  politics  that  changes  the  balance  of  forces 
affecting  the  resource  and  impfementation  priority  of  defense  is  the 
process  of  democratization  and  the  emergence  of  an  indqwndent  public 

‘*Akzaiidir  Rshr,  *Wlio  b  in  Chuis  of  tho  Party  Apparatus?”  Radio  Liberty,  Riport 
on  (he  CiSSR.  AptU  14. 1989,  p.  21. 

’*In  addition  to  the  Central  Committee  department,  42  depertmenta  and  10  ”aactora” 
bane  bean  preaeivid  for  defonaa  indwtry  in  local  Party  fommitteee.  /aoeattya  T»K 
KPSS,  Jamiary  1980,  p.  90. 
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opinkm  as  voiced  thzou^  the  piess,  elections,  and  die  legiriadve 
organs  of  the  Stqmme  Soviet  and  Congress  of  Pec^le’s  Depute.  Ini¬ 
tiated  by  Gorbachev’s  reforms,  p(qmlar  preferences  now  have  a  more 
inqxirtant  role  in  establishing  the  lea^rsh^i’s  policies.  A  strident 
newspaper  article  examining  the  reqxmse  of  the  “competent  authrm- 
ties”  to  shortages  of  consumer  goods  noted,  “The  opinion  of  the  public 
has  been  molded  and  carmot  but  affect  (and  has  indeed  affected!)  the 
subsequent  actions  of  these  authorities.”^*  Indeed,  the  focus  of  defense 
industry  on  food-processing  equipment  and  consumer  goods  directly 
reflects  such  political  attention  to  popular  concerns.  Therefore,  the 
fate  of  conversion  is  closely  linked  widi  the  fate  of  political  reform. 

A  standing  committee  on  military  affeirs  has  been  establisbed  in  tlm 
new  Supreme  Soviet,  a  move  that  several  Party  leaders,  including 
Foreign  Minister  Shevardnadze,  have  been  promoting  for  several  years. 
The  chairman  of  this  committee,  V.  Lapygin,  has  declared  that  it  will 
consider  the  most  important  issues  “starting  from  the  strategy  of  arm¬ 
ing  and  providing  for  defense  ...  to  producing  and  manufacturing  this 
equipment.”^*^  By  1989,  the  committee  was  focusing  on  budgetary 
issues,  having  been  advised  of  the  importance  of  controlling  the  purse 
by  members  of  the  U.S.  House  Armed  Services  Committee.  Soviet 
defense  committee  members,  however,  complained  of  the  lack  of  q)eci- 
ficity  of  budgetary  formulations  and  stated  that  they  had  many  ques¬ 
tions  for  the  General  Staff  and  Defense  Ministry.**  This  ^qnoach  is 
another  step  in  breaking  down  the  monopoly  over  information  and 
expertise  formerly  held  by  the  professional  military  and  is  a  major  st^ 
in  transferring  stewardship  of  the  defense  complex  to  a  broadly  based 
civilian  body. 

The  creation  of  the  Supreme  Soviet  defense  committee  and  the  addi¬ 
tional  tasks  of  conversion  placed  on  party  cadres  may  have  diffused  the 
focus  that  Party  persoimel  were  formerly  able  to  bring  to  defense  pro¬ 
duction  afCairs:  Not  only  has  another  high-powered  botty  t^en 
reqronsibility  for  what  had  been  a  central  Party  concern,  but  those 
concenu  themselves  no  longer  hold  undisputed  tqp  priority.  These  fac¬ 
tors  evidently  have  begun  to  affect  Party  performance  in  the  defense 
industry  sphere.  Politburo  member  and  former  Moscow  party  leader 
L.  N.  Zaikov  conqrlained  to  a  conference  on  defense  conversion  in  the 
cqrital  region  of  “a  decline  in  the  attention  devoted  to  the  work  of 

Klimenko,  DefenM  on  the  Defonsive,”  Sot$iaiutiehe»kaya  Induttriya,  September 
21. 1989  (FBIS-SOV-8e-191,  October  4. 1989,  p.  102). 

‘*RemaAe  by  Vladimir  Lapygin,  Moecow  Domeetic  Radio  Service,  June  28,  1989 
(FBIS-SOV-89-124.  June  29, 1988,  p.  37). 

'*Mok»«  Raifio  Domestic  Service,  October  6,  1968  (FBIS-SOV-88-194,  October  10. 
1988,  p.  56.) 
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dftfeiiM  GCMBpiex  Mitoii»iMs  by  royon  party  committees,  ministries’ 
party  committees,  and  the  gorkom  defense  departnmnt.”^^  Zaikov,  who 
also  had  been  the  Party’s  defense  industry  secretary,  warned  Party 
activists  that  the  view  embodied  in  the  assertion,  “given  the  division  of 
functions,  this  is  not  the  Party’s  concern,”  was  “a  dangerous  illusion.”^ 
It  thus  qqiears  tihat  the  mi^r  political,  organizational,  and  policy 
shifts  of  the  past  two  years  are  banning  to  be  reflected  at  the  woridng 
level  of  Party  organizations  and  that  the  undiqnited  attention  to 
defense  is  now  waning. 

If  the  Supreme  Soviet  Committee  ezerdses  vigorwis  oversight  over 
defense  matters  or  the  Central  Committee  defense  department  is  dis¬ 
banded,  the  priority  of  defense  could  be  drastically  reduced  and  an 
organ  like  the  VPK  could  end  up  with  the  same  dilute  capabilities  as 
the  civilian  Machine  Building  Bureau.  The  future  status  of  priority 
will  be  signaled  by  the  authority,  organizational  changes,  and  cMlre 
policies  at  the  Central  Committee,  repidilic,  and  oNast  levels.  If 
defense  industry  departments  are  disestablished  or  their  personnel 
reassigned,  then  the  main  method  for  implementing  political  priorities 
in  defense  production  will  have  been  eliminated. 


”"Conv*Mk»n:  The  View  from  the  Prmda,  October  24,  1989,  p.  4  (FBIS- 

SOV-89-207,  October  27, 1989,  p.  96). 

“iWd 


IV.  OVERVIEW  OF  POUCT  ON  DEFENSE 
INDUSTRY  CONVERSION 


SBBKDfQ  THB  MAGIC  OP  THE  DEFENSE  SECTOR 

Mifchail  GortMchev  has  peipetuated  his  predecssson’  penchant  for 
usinf  defisnae  industry  methods  and  managers  to  stimulate  civilian  i«o- 
ductkm.  Gorbachev  has  transfisned  defisnae  industry  managers  to  the 
civil  production  sector,  imitated  the  coordinating  and  executive  functkms 
of  the  VPK  by  — wmilar  commissioiu  for  the  machine-building 
and  agrmndustrial  sectors,  and  tried  to  duplicate  the  clout  of  a  buyer’s 
maAet  by  establidiing  a  civilian  counterpart  to  the  Ministry  of  Defense 
in  the  State  Accq^tance  Commission  (Ch^riemka)}  Unfortunately,  none 
of  the  magic  that  seemed  to  inhere  in  defense  production  has  been  cip- 
tured  in  these  lupless  imitative  ventures. 

Since  the  magic  could  not  be  transferred  out  of  the  defense  produc¬ 
tion  q>here,  then  perlups,  Soviet  Imuiers  seem  to  have  concluded,  civil¬ 
ian  production  within  the  defense  complex  would  be  touched  by  the 
elusive  qualities.  Since  early  1988  efforts  to  increase  the  civilian  out¬ 
put  of  defisnae  industry  have  accelerated.  This  new  policy  marks  a 
break  with  past  efforts  to  harness  defense  industry  to  civilian  output: 
It  encompasses  the  application  of  defense  resources  as  well  as  its 
magic. 


A  CONVERSION  CHRONOLOGY 

Conversion  of  defense  industry  capacity  to  civilian  purposes  has 
been  the  subject  of  at  least  four,  possibly  more,  economic  plans,  and 
the  number  appears  to  be  growing.^  Soviet  hifdi'la'vel  economic 
managers  have  discussed  these  plans  and  goals  in  a  consistent  maimer 
but  often  merge  them  into  the  general  category  of  *converuon.” 

‘A  list  of  aodi  tisnsto  is  gWsn  in  Psul  Co^  “Sowist  Scisncs  and  TSdinokisy 
SUstssjr.  Bofiowias  from  tho  DeCinae  Soctor,*  in  Joint  Beonomic  Committse,  lOOth 
Cong,  lit  SssB,  Qothadm’t  Eeonomk  Plant,  VoL  2,  Nooombor  28, 19t7  (S.  Pit  100-B7, 
VoL2). 

*Vnc  (%siniaa  Boloaiov  has  ipoksn  of  imi  tnubM  anas  to  which  dtfrnse  indiHtiy 
laaomtaa  will  ba  ipphad:  (1)  agricvtaind  pwraaring  aquhnntnt  (2)  induatijr  a^Mp- 
BMot,  (8)  agMigamat  te  tiafe  and  catsiiag,  (4)  coeauamr  gooda,  (6)  alactionica,  (6)  oom- 
pelin,  0)  madkal  T'‘ir— *^i  W  (9)  gMI  aviabim.  and  (10)  aaa  ttana- 

poft  and  Murisa.  ftimarha  I9  Igor  PaloMaor,  Moaoow  Dcmaatic  Radio  Sand^  Juna  28, 
1909  (9nS-80V-i9-194.  Jana  29, 1909,  p.  37). 
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Plras  iof  tlM  UM  oi  daisiiw  cupacity  have  bam  dsvirioped  for  (1) 
pwraMim  tqalpmuA  for  tiba  apoindnrtrial  oonq^az,  (2)  aqu^nuMrt  for 
Uf^  iaduatiy,  and  (3)  coflqdaz  fooda  fin*  comiiiaarB.  Party  Saeretaiy 
Bddttov,  iriio  ia  n^totu^bie  for  ovatai^  of  dafonaa  indoatiy,  eon- 
vanimtty  mwrtionad  tiiaaa  tiuaa  jdana  in  a  ainidB  aantanoa:  *lt  ia 
alraady  poaaiUa  to  aay  that  tha  dafonaa  onnidax’a  adantific  and  pro- 
dnetfam  potantial  ia  ataiting  to  woA  aoundty  on  ineraaainf  oooatnnar 
fooda  inodactkm,  aa  well  aa  prodoction  of  tha  lataat  aqi^nnrat  for 
Uldd  indoatiy,  and  on  tha  piocaaaing  aacton  of  tha  agioindiiatrial  com- 
idaz.’*’  A  |dan  for  mathcai  aqniimant  may  alao  have  baan  fonnuktad, 
ainoa  dafimaa  indoatiy  bn  bm  eharfid  with  inciaaaad  production  of 
auch  fooda.^  Addhtkmally,  tha  progaetad  radoctkm  in  procurement  of 
dafonaa  aqutyment  haa  intyirad  a  more  cmnprahmaiva  plan;  thia  laat 
jdan  may  attanqit  to  (xmaoHdata  tha  varknia  accumulating  demanda  on 
tha  dafonaa  protection  aactor  and  match  them  with  the  capacity  that 
will  be  freed  by  declining  military  demand. 

To  haty  clioity  the  evolution  of  tha  pdkiaa  on  convmaion,  tha  frdlow- 
ingchrondogy  attampta  to  am^  avmta  aa  they  occonad;  however,  nnca 
aoma  of  the  timing  attributed  to  thia  behavior  became  evident  a  year  or 
mora  after  the  event,  aoma  of  tha  chroiK^)gy  ia  only  ippiozimata. 

An  October  1967  Cmtral  Ccnnmittaa  conforenca  on  the  food  procaaaing 
aactor  of  tha  agroinduatrial  cmiqdex  lad  to  tha  aubaaquent  development  of 
a  comprdieiiaive  |dan,  which  included  dafonaa  induatiy,  6a  incraaaing 
output  in  tha  198^96  period,  ^iporently  aa  a  ctmaaquenoa  of  tha  dad* 
akma  taken  at  that  time,  tha  Bfiniatry  of  Machine  Buihling  for  Li^  and 
Food  Induatiy  and  Houaahohi  Appliancaa  (Minlegpjahchmaah)  waa  die- 
banded  on  hfouch  1,  1988,  and  220  of  ita  planta  tiansfonad  to  dafonaa 
induatiy  miniatriaa,*  atthouifo  the  dacidon  had  q)pannt]y  abeady  been 
made  tha  inevioua  November.  Paity  Sacrataiy  V.  Filimonov  of  tha  dia- 
banded  miniatiy  realiiad  that  aomathing  waa  afoot  aa  aariy  aa  November 
1967.  “Whan  t^  talapbonad  me  back  in  November  and  aaid  that  it  waa 
not  aipadiant  to  hold  a  Party  maating  on  inoUema  aaaociatad  vrith 
reetructuring  in  our  branch,  I  realized  that  aoma  dadaion  waa  being 
prepaied  with  laqwct  to  our  miniatiy.”*  The  daputy  miniatar  of  tha  Min¬ 
iatiy  of  Dafonaa  Induatiy  confirmed  thia  chronology:  ”Tha  dadakm  on 

*lipwo«r  TrimrUeo,  awwcMt,  DMVBbw  23.  1968  (FBlS-SOV-66-260, 

Dwnabar  29. 1988,  p.  42). 

^*Ooodi  for  tiw  FMpfo  Off  t)w  MOitaijr  Piodactiaa  Liaa,'*  SoMtakqya  Ibmiyo, 
FMcnwy  10. 1988,  p.  1  (fBIS-SOV-8a^  Mnwy  18, 1989,  p.  82). 

hr  a  BfMkthroaili,”  ABMUapw  Bomiya,  hfarany  28.  1988,  p.  3  (FBIS- 
80V-884Ml.MeRh  2, 1968,  pp.  81-48).  Tha  diabaadtd  minirtqr  pcwmid  280  focfoiiw. 
bat  aaty  220  hm  ia  tha  twaafor.  Tha  othar  40  may  hava  caaiad  aetivitiaa. 

*1Rap(»taaa  fton  AboUiad  Miaiatiy.”  Prrada,  Match  2.  1988,  p.  1  (FBK-SOV-88- 
047,  Modi  10, 1988,  p.  67). 


the  transfer  of  civilian  enterprises  turning  out  agricultural  products  pro¬ 
cessing  equipment  was  adopted  late  in  1987. . . .  Resources  were  promptly 
allocated  from  the  ministr^s  [of  Defense  Industry]  reserves.”^  By  mid- 
March,  the  Ministry  of  Radio  Industry  had  established  a  ministerial 
review  body  to  coordinate  the  transfer  of  Minlegpishchmash  plants  and 
the  increased  output  of  civilian  goods.^ 

In  early  February  1M8,  VPK  Chairman  and  long-time  defense 
industry  manager  Yu.  D.  Maslyukov  had  alreaily  been  iqqwinted  to 
head  the  state  planning  agency,  Goqrlan.  This  qq>ointment  was  con¬ 
sistent  with  the  trend  of  transferring  (fefense  mairagers  to  civilian  jobe, 
but  it  also  miy  have  been  mfluenced  hy  the  intention  to  increase 
involveiiMnt  of  defense  industry  in  broader  economic  affairs. 

The  Council  of  Ministers  published  a  package  of  resolutions  dealing 
with  increased  output  of  civiUan  goods  in  August  1988.  One  resolution 
in  particular  instructed  defeiue  industry  ministries  to  increase  produc¬ 
tion  of  qiecified  consumer  products.*  This  resolution  was  foUowed  ip 
in  October  1988  with  a  decree  on  measures  to  raise  the  incentives  to 
enterprises  in  defense  industry  and  heavy  industry  to  expand  consumer 
output^* 

About  a  year  after  the  Central  Committee  conference  on  the  food¬ 
processing  industry,  the  regional  press  mentioned  in  October  1988  and 
VPK  chairman  I.  S.  Belousov  confirmed  in  January  1989  the  existence 
of  a  comprehensive  targeted  program  for  the  agroindustrial  processing 
industry,  including  the  participation  of  defense  plants.^^  These  plans 
included  a  rigid  schedule  and  assignments  of  product  types  and 
volumes  to  qiedfic  ministries.^* 

Then,  at  the  United  Nations  in  December,  Gorbachev  announced  a 
14.2  percent  reduction  in  military  erpenditures,  including  a  19.5  per¬ 
cent  cut  in  arms  and  military  equipment  procurement.  Deputy  Defense 
Minister  for  Armaments  Geneiid  B.  Shifeanov  noted  in  early  January 
that  the  aimounced  cutbacks  were  already  being  implemented.  By 
Frtmiary  1989,  Belousov  referred  to  the  elaboration  of  a  plan  to  work 
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oat  the  scale  and  detail  of  (fefense  piocKiction  conversion.  The  new 
plan  was  eiqitlicitly  tied  to  the  reduction  of  military  output  stemming 
from  the  19.5  percent  axmounced  defense  production  redaction. 
Belousov  justified  the  redactions  in  terms  of  the  lower  ctemands  arising 
fitom  the  INF  treaty,  the  ongoing  negotiations  on  strategic  arms  that 
foresaw  50  percent  reductions,  and  the  “significantly  improving  inter¬ 
national  climate.*^^ 

Defense  industry  si^jport  of  li|d>t  industry  was  mentioned  Iqr  a  Gos- 
plan  deputy  chairman  in  September  1988,^^  with  details  filled  in  by 
Belousov  in  early  February  1989.^^  His  figures  and  his  formulation  of 
the  light  industry  plan  «wre  rq)eated  by  Secretary  Baklanov  a  month 
later.^* 

The  defense  production  cutbacks  aimounced  earlier  evidently  began 
to  affect  specific  plants  almost  immediately.  The  Minister  of  Defense 
Industry,  P.  Finogenov,  said  that  in  his  whole  career  in  defense  indus¬ 
try,  “I  can’t  recall  such  a  nu^r  switch  as  that  which  started  last 
year.”^^  And  a  group  of  enterprise  directors  in  a  round-table  discussion 
said  that  a  “reduction  of  defense  expenditures  by  five  percent  has  pro¬ 
duced  quite  an  effect  in  virtually  tdl  branches.”^^  When  one  director 
mentioned  that  he  was  notified  of  the  cancellation  of  one  order  on 
December  2v>,  another  responded:  “That’s  not  too  bad.  One  of  our 
orders  was  voided  in  March.”  'These  cancellations  were  sudden  and 
une^Mcted,  leaving  the  enterprises  mthout  a  plan,  without  orders,  and 
without  inputs  or  financing,  but  with  factories  full  of  employees  and 
managers  expecting  to  be  paid  their  regular  salaries;  this  situation  sent 
the  managers  scurrying  to  find  civilian  work  to  fill  iq>  the  released 
capacity. 

Events  now  seemed  to  be  moving  faster  than  could  be  accommo¬ 
dated  by  the  planning  process;  toward  the  end  of  March  1989,  Deputy 
Defense  Minister  V.  M.  Arkhipov  could  only  point  to  “a  partiaOy 
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elabwated  id«n  ftv  the  convenion  militoiy  productioii,  the  utUiza- 
tkm  of  defense  industiy  eqiiq)ment,  buildings,  and  fecilities  for  civilian 
production,  and  the  recUstribution  of  material  thus  released  into  the 
national  ecmunny.”^  By  the  beginning  of  May  1989,  leaders  of  the 
Minirtiy  of  Machine  Building  b^an  to  q)eak  in  tones  of  distress,  if 
not  pmiic:  *In  catting  back  military  programs  so  drasticalfy,  we  had  to 
resolve  the  problem  of  how,  in  a  very  short  q>ace  of  time— basically 
simultaneoualy  with  in-depth  conversion— to  fiilfy  e^loit  our  branch’s 
potentmL”** 

Speakers  at  a  June  1989  military  conference  on  defense  industry 
conversion  and  khozraaehet  conq}lained  that  there  had  not  been  a 
’‘conq>rehenrive  concept  for  the  development  of  the  Armed  Forces  that 
takes  into  account  not  <mly  the  changes  in  military  doctrine,  but  also  the 
new  socioeconomic  develt^mente.”^  By  July,  it  could  be  announced  that 
working  groups  for  a  national  conversion  program  had  been  set  vq>  in  the 
Central  Ccnnmtttee,  Defense  Ministry,  Foreign  Ministry,  Goeplan,  and 
other  ministries  and  departments.  Work,  however,  was  apparently  at  a 
prriiminary  stage;  actual  conversion  was  gcmag  on  qmntaneously— 
stimulated  by  the  cancellation  surprises  of  military  orders.^ 

The  new  Supreme  Soviet  Defense  Committee  in  early  August  dis¬ 
cussed  guidelines  for  a  state  conversion  plan  that  the  Congress  of 
Pecple’s  DqHities  had  ordered  the  government  to  by  the  end  of 

1988.  This  end-of-year  due  date  for  the  plan  became  the  formula 
adopted  by  most  commentators  on  the  subject,  as  many  defense  indus¬ 
try  enterprise  managers  strug^ed  to  cope  with  their  loss  of  military 
orders. 

The  Ministry  of  Aviation  Production’s  plants,  design  bureaus,  and 
research  instates  have  all  experienced  the  effects  of  declining  military 
demand.  In  a  survey  of  the  Soviet  aviation  imhistry  by  the  magarine 
Aviation  Week  A  Space  Technoiogy,  defense  cutboclu  were  influencing 
the  future  plans  of  all  the  eetablislunents  its  journalists  visited.  With 
the  decline  of  military  orders,  the  defense  share  of  output  of  the 
Zaporoshye  aviation  engine  prodiartion  association  fell  from  36  percent 
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in  1988  to  27-30  percent  in  1989.^  In  the  formerly  dl-militaiy  Sukhoi 
design  Iwieau,  four  new  civil  designs  are  in  progress.  The  goal  is  to 
eq>and  civil  aircraft  activities  to  60  percent  of  the  design  bureau  effort 
General  designer  Mikhail  Simonov  has  said  that  tiie  shift  is  prompted 
Iqr  substantial  military  qwmhng  cuts.^  In  the  Progress  engine  darign 
bureau  (previously  headed  by  general  desigiwrs  Ivchenko  and  Lotarev), 
the  scaling  back  ^  military  production  has  led  to  tim  recent  decline  in 
the  technical  work  force.^  The  e:qx>rting  agency  Aviaexport  is 
attempting  to  push  civil  aviation  sales  and  consumer  goods  produced  in 
aviation  plants  to  ameliorate  the  prcgected  20  percent  reduction  in  pri¬ 
marily  military  aviation  production  in  1989.^  And  in  late  1989,  G.  I. 
Zaiganov,  the  head  of  the  premier  Central  Aero-hydrod^namic 
Research  Institute  (TsAGI)  was  actively  seeking  joint  ventures  in  the 
United  States,  noting,  "I  have  th(Misands  of  talented  scientists, 
engineers,  mathematicians,  and  programmers,  and  unique  types  of 
equqmtent  such  as  hypersonic  wind  tunnels,  that  can  be  put  to  com¬ 
mercial  aviation  use.  We  can  offer  cheiq},  eiqierienced  brain  power  to  a 
world  market.”^ 

This  sequence  of  events  indicates  an  accelerated  pace  of  defense 
industry  involvement  in  civilian  output  since  early  1988.  Events  began 
to  move  foster  than  plans  and  enunciated  policy;  cancellations  of 
defense  orders  occurring  in  late  1988  and  early  1989  seem  to  have 
resulted  from  the  defense  eiq)enditure8  reduction  policy  rather  than 
from  the  narrower  INF  treaty  obligations,  for  which  there  was  consid¬ 
erable  planning  lead  time.  Defense  plants  were  being  told  of  cancella¬ 
tions  without  the  opportunity  to  plan  or  prepare  for  alternative  out¬ 
puts.  Oleg  I.  Malyga,  a  mis^e  design  bureau  designer  with  32  years 
experience,  three  qwcial  state  awards,  and  66  inventions  to  bis  credit 
told  about  his  dismay  at  tiie  turn  of  events:  “I  was  shaken  by  the 
news— no  one  now  needed  what  I  had  been  doing  all  my  life.  I  heard 
about  it  at  a  very  large  meeting  that  I  attended  as  an  expert”^ 
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THE  NECESSITY  OF  CONVERSION  PLANS 

While  the  rapid  sequence  of  conversion  activities  has  overtaken  the 
system’s  capacity  to  produce  clearly  articulated  plans,  the  main  goals  of 
conversion  have  been  stated  repeatedly,  and  they  amount  to  a  substan¬ 
tial  planned  contribution  by  defense  industry  to  civilian  output  in  the 
years  to  1995.  One  of  the  main  reasons  for  the  necessity  of  specific 
and  detailed  conversion  plans  is  the  lack  of  fungibility  of  budgets  and 
monetary  resources.  Simple  reallocation  of  budgets  is  insufficient  in 
the  Soviet  economic  system  to  assure  the  output  of  a  new  mix  of  prod¬ 
ucts.  Such  a  redirection  must  be  explicitly  planned  and  commanded  by 
the  central  authorities.  This  requirement  was  graphically  described  by 
the  chief  designer  and  director  of  a  defense  industry  institute: 

In  the  absence  of  the  ruble  as  a  yardstick, . . .  and  with  arbitrary 
prices,  it  is  impossible  to  simply  t^e  a  ruble  out  of,  say,  tank  pro¬ 
duction  and  increase  (let  us  say)  the  pensions  of  retirees.  The  wages 
that  used  to  be  paid  to  the  workers  at  a  tank  plant  will  still  have  to 
be  paid  to  them.  The  funds  actually  freed  up  from  outlays  for  the 
metal  of  tanks  consist  of  entirely  different  rubles,  which  do  not  turn 
directly  into  wages.^ 

This  point  was  reiterated  by  the  chief  designer  of  an  aviation  design 
bureau:  "We  have  thirty  kinds  of  rubles— for  wages,  planned  materials, 
foreign  goods,  manufactured  goods,  profits,  investment— and  not  one  of 
them  can  be  substituted  for  another.”^  In  the  Ministry  of  Instrument 
Making  (Minpribor),  khozraschet  has  given  the  enterprises  the  oppor¬ 
tunity  to  earn  money,  but  they  cannot  spend  it  at  their  own  discretion. 

Enterprises  have  R500  million  under  the  mattress. . . .  They  have 
their  own  economic  “notes” — goals,  indicators,  normatives,  incen¬ 
tives — governing  the  tunes  they  can  play  that  lead  production  away 
from  the  goals  proclaimed  in  the  decisions  of  high  party  and  state 
agencies  . . .  and  the  products  the  country  needs.^' 

Another  barrier  to  defense  industry  enterprise  autonomy  in  conver¬ 
sion  activities  is  that  organizations  often  do  not  possess  all  of  the 
necessary  functions  for  independent  behavior.  Research  institutes, 
design  bureaus,  and  production  facilities  specialize  in  tbeir  own  narrow 
range  of  activities.  Integrated  firms  possessing  the  combined  capabili¬ 
ties  of  such  a  Western  company  as  Boeing  do  not  exist.  In  recognition 

^Statauwnt  of  Y«.  O.  Adamov,  gnmal  designer  and  director  of  the  Power  Equipment 
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of  this  problem  of  fragmentation  and  dispersal  of  functions,  Party 
Secretary  Baklanov  has  aimounced  the  creation  of  large  associations 
and  amalgamations  of  some  defense  enterprises  in  the  Kuybyshev 
region  in  preparation  for  the  transition  to  khoznschet.^  However, 
there  is  no  additional  evidence  of  how  widespread  this  process  is  likely 
to  be. 

But  it  is  not  just  production  and  R&D  that  is  fragmented:  Invest¬ 
ment  is  controlled  by  tbe  ministry;  supply  has  been  organized  bv 
VPK,  the  State  Planning  Ck)mmittee  (Gosplan),  and  the  State  Com¬ 
mittee  for  Supply  (Gossnab);  and  <temand  is  formulated  by  the  arma¬ 
ments  directorates  of  the  armed  services.  Moreover,  defense  industry 
organizations  typically  face  monopoly  suppliers  of  inputs  and  do  not 
possess  the  finance,  credit,  or  organizational  freedom  to  create  new 
suppliers  or  to  recombine  their  own  activities  with  other  potential  col- 
la^rators. 

In  the  Soviet  economy,  still  dominated  by  central  planning  and  min¬ 
isterial  authority,  defense  industry  managers  see  plans  as  essential;  in 
any  event  they  have  little  experience  in  operating  in  the  more  fluid  cir- 
ctimstances  of  market-like  conditions.  As  expressed  by  an  economist 
attached  to  the  Council  of  Ministers, 

It  must  be  said  bluntly  that  most  defense  sector  managers  are  not 
ready  for  this  yet  (i.e.,  choosing  a  new  configuration  for  their  output 
and  position  in  the  market  for  nonmilitary  ou4>ut).  They  have 
become  accustomed  to  regular,  generous  clients,  and  are  unable  to 
analyze  and  forecast  the  market  situation. . . .  Therefore,  a  precise, 
long-term  program  for  the  conversion  of  the  military  economy  is 
needed.^ 

This  expert  goes  on  to  note  that  even  though  plans  are  needed,  defense 
enterprises  will  also  have  to  engage  in  marketing  and  learn  how  to  sub¬ 
mit  to  market  demands. 

The  planning  process  for  conversion  had  been  only  partly  carried 
out  by  mid-1989,  as  Gosplan,  the  Ministry  of  Defense,  the  VPK, 
defense  production  ministries,  and  other  organizations  grappled  with 
both  the  theory  and  practical  realization  of  large-scale  and  speedy 
conversion. 

All  parties  do  not  fully  accept  the  necessity  for  top-down  planning  of 
conversion,  however.  “Some  Soviet  specialists”  believe  that  the  appropri¬ 
ate  approach  is  for  each  enterprise  to  develop  its  own  transition  plan. 
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However,  otben  (flvparentty  the  dominant  school  of  thou^t)  propose 
that  a  national  phm  of  conversion  must  be  compiled  first,  takmg  into 
account  changes  in  defense  plana  and  doctrine,  the  resources  that  would 
be  releaaed,  and  the  overall  needs  of  the  civilian  ecommq^.  Oidy  then 
would  the  lower-level  organisations  be  able  to  plan  their  own  operations 
in  a  satisfactory  manner.  Of  course,  the  benefits  of  a  planned  economy 
are  eq)ected  to  give  the  Soviet  Union  a  q>eciai  advantage  in  the  creation 
of  "great  netional  {Mograms,  as  the  national  plan  of  oonveraicm  must 
be."** 

A  third  voice  in  this  debate  asserts  that  the  very  notion  of  planning 
conversion  runs  counter  to  Gorbachev’s  economic  strategy. 

The  fact  that  at  preaent,  after  the  tran^on  of  virtually  all  enter- 
priaes  to  coBqriete  economic  accountability  and  aelf-financing,  we 
have  to  talk  about  a  planned  conversion  of  defenae  industry  enter¬ 
prises  in  Haelf  tastifiee  that  the  economic  mechaniams  ate  not  work¬ 
ing  yet . . .  Adminkrtrative  stqw  should  not  be  necessary  in  an 
enviroiunent  of  efficiently  operating  state  orders.* 

However,  the  move  to  economic  accountability  in  the  defense  indus¬ 
trial  sector  arrears  to  be  moving  slowly.  Full  transfer  to  khozraachet 
by  all  organizations  is  not  to  be  attained  until  the  beginning  of  the 
next  five  year  plan;  the  full  instructions  for  implementing  Muaraachet 
had  not  been  issued  by  the  end  of  1988,  and  movement  in  this  direc¬ 
tion  is  qrparently  uneven  across  the  different  defense  production  min¬ 
istries  and  hundr^  d  enterprises.** 

There  is  clearly  a  qrlit  in  the  preferences  of  defeiue  industry  manac^rs 
between  autonomy  and  plaiu,  with  many  individuals  preferring  indepen¬ 
dence  under  a  reformed  economic  mechanism  but  choosing  plans  under 
the  avirtitig  system.  A  conference  on  conversion  organized  by  the  Minis¬ 
try  of  Defense  pointed  up  these  conflicts.  Many  defense  enterprise 
leaders  and  qiecialists  judged  that  "it  would  be  eiqredient  if  there  were  no 
cnttralized  imposition  of  tire  foil  range  of  output  for  civilian  purposes. 
Labor  coUeetives  ou^t  to  be  given  greater  powras  to  resolve  these  ques¬ 
tions.”*^  However,  many  enterprises  actually  producing  according  to  tiwir 
own  decisions  ran  into  serious  problems.  A  science-production  associa¬ 
tion  in  tile  Ministry  of  Radio  Industry  lost  millions  of  rubles  "due  to  tlm 
demolition  of  the  economic  management  system  [presumably  from  the 


*V.  Cbnnysbav,  “Commrion:  The  Pint  Stqw,”  Trud,  FMnruaiy  14, 1968,  p.  3. 
"Mathmakon  Pnoda.  March  21, 1986. 

Wpwaoiul  oomimiiiicstiim,  November  1988. 

*^L  hraayak,  "Defmie  Converaioii,  Eccoomie  Aocountabiltty,*  Knmaya  Zvada,  June 
29. 1986.  p.  2  (FBI8-SOV-86-130.  July  10. 1986.  p.  106). 


tnnflitkm  to  khtunuehet]  and  tiw  lack  of  a  claar-cut  concept  of  ccHtymr- 
rion. . . .  Over  a  period  of  about  6  nMmtba,  thousands  of  psof^  found 
themselves  out  of  a  job.”^  This  confoience  also  identified  difBcultke 
associated  with  the  monopoly  position  of  stqipliers,  the  ahsence  of  com- 
petitum,  and  the  dominance  of  tlm  "eumbefsome,  cost>besed  military- 
economic  mechanism”  in  relations  between  industiy  and  the  Defense 
Ministry. 

With  the  stalled  transirion  to  iriiolesale  trade  called  for  in  the  ear¬ 
lier  phases  of  economic  perettroika,  there  is  a  natural  desire  to  rely  on 
the  traditional  methods  of  planned  suiqily.  A  dqiartment  chief  of  the 
Tatar  Goqplan  remarimd,  ”It  is  necessary  to  take  the  production  of 
agricultural  and  procesring  equi^ent  at  defense  conq>lez  enterprises 
out  of  the  decentralised  order  process.  They  should  be  granted  state 
orders,  which  provide  material-technical  resources.”’* 

Full-scale  plaiming  for  conversion  seems  to  be  the  preferred  method 
of  attacking  the  problem,  but  there  have  been  conq>laint8  tiiat  this  pro¬ 
cess  is  taking  too  much  time.  The  typical  Soviet  haste  in  stimulating 
greater  output  can  be  seen  in  the  evaluation  of  the  conversion  process. 
Prime  Minister  Ryzhkov  was  already  complaining  of  delays  in  October 
198a 

The  only  thing  we  are  not  satisfied  with  ie  that  things  are  moving 
hare  very  slowly.  Igor  Seigeyvich  [Briousov],  time  has  been  lost 
lime  has  been  wasted  on  oiganizidional  issues.  While  you  were 
dividing  up  the  factories,  while  ministers  were  siring  them  up,  getting 
used  to  th^  . . .  time  was  marching  on,  it  was  marching  cm  inexora¬ 
bly.  Today  we  do  not  have  time  to  qmd  years  resolving  these  ques¬ 
tions.* 

In  feet,  thouidt  numy  of  tlw  conversions  are  unplanned  as  enterprise 
managers  find  themselves  with  cancelled  military  orders  and  unused 
ciqwctty.  But  planning  does  continue  and  forms  the  backdre^  for  the 
main  diaeoasions  on  conversion.  Indeed,  one  military  expert  in  the 
Ministry  Ol  Defense  goes  so  far  as  to  call  for  the  adoption  of  national 
converrion  plans  in  all  countries  contemplating  reduced  defense  expen¬ 
ditures.  *With  the  adoption  by  every  interested  party  of  a  national 
plan  for  conversion,  it  will  subsequent  be  possible  to  coordinate  such 


"DM. 

*D.  fekov,  “Owwdi  Inlo  Ploerium^  How  tho  Oateiw  BnnriM  Ai«  Makmg  tha 
Tmaainoo  to  Fooeeftil  Praduetioii,''  StUiaya  Zhim,  Auguot  1, 1989,  p.  2  (FBfe-SOV-8B- 
U6^  Aagori  14. 1989,  p.  116). 

*llmoir  Trtovirion  Sotvieo,  Octobor  21,  1988,  on  Council  of  Mirioten  Mooring, 
Octobor  19, 1988  (PBI8-8OV-88-806,  Octobor  26, 1988,  p.  66). 
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pUms  at  an  international  level,  and  could  make  for  the  most  effective 
organization  of  this  complex  process.*^^ 


QUANTIFYING  CONVERSION 

Plans  for  defense  industry  call  for  the  output  of  enterprises  of  the 
“defense  complex”  designated  for  “peaceful  purposes”  to  rise  from  the 
present  40  percent  to  50  percent  by  1991  and  to  60  percent  by  1995. 
We  can  decompose  this  growth  in  the  share  into  two  sources:  the 
announced  reduction  of  approximately  20  percent  of  defense  output 
that  vrill  be  transferred  to  civil  purposes,  and  an  additional  growth  in 
civilian  production  cipacity  in  ^fense  industry.  Under  these  assump¬ 
tions,  the  plans  would  call  for  an  absolute  growth  of  civilian  output  of 
10.3  percent  annually  over  the  1989-1995  period,  or  by  roughly  7  per¬ 
cent  annually  over  and  above  the  gains  flowing  from  conversion.'*^ 

If  the  announced  20  percent  arms  reduction  were  only  the  first 
round  of  a  series  of  cuts,  the  civilian  production  goals  would  not 
require  the  high  rates  of  growth  projected  in  the  figures  shown  above. 
But  it  is  unlikely  that  defense  output  can  actually  be  converted  ruble 
for  ruble  into  civilian  uses.  Not  only  will  additional  investment  be 
needed,  but  the  efficiency  of  conversion  will  probably  be  considerably 
below  100  percent.  Meeting  the  civilian  output  goals,  therefore,  will 
require  either  greater  cutbacks  in  defense  or  more  rapid  growth  of 
purely  civilian  capabilities  in  defense  industry;  coiuideration  of  the 
present  state  of  Soviet  politics  and  the  economy  suggests  that  the 
former  is  more  likely  than  the  latter,  but  also  that  the  planned  goals 
will  not  be  achieved. 

In  line  with  the  typical  Soviet  method  of  identifying  output  by  the 
counting  of  things,  VPK  chairman  Belousov  noted  t^t  the  comprehen¬ 
sive  plan  for  the  processing  industry  identified  4500  categories  of  new 
agroindustrial  equipment  planned  for  development  and  production  by 
1995,  including  3(X)0  by  defense  industry  enterprises.  When  these 
plans  have  been  fulfilled,  defense  industry  enterprises  will  be  reqransi- 
ble  for  R17.0  billion  of  processing  equipment  output,  or  almost  half  the 

Serov,  ‘Coordinated  Intentate  Actions  in  the  ^here  of  Conversion  Processes 
Should  Have  a  Juridical  Basis,”  Voennyi  Vestnik,  July  1988,  No.  13,  pp.  11-12  (JPRS- 
UEA-88-024-L,  September  12,  1989,  p.  9). 

^  Uie  present  levels  of  output  are  indesed  at  60  for  defense  and  40  for  civilian,  the 
20  percent  reduction  of  defonse  output  that  is  to  be  transferred  to  civilian  uses  irould 
semraite  an  index  level  of  48  for  defonse  and  52  for  civilian  ouqmt  1^  1996.  An  addi¬ 
tional  growth  of  the  civilian  portion  of  defense  industry  of  20  indM  units  to  72  ^  1996, 
wldle  defonse  oaqmt  rsmaiiwd  ctmstant  at  48,  would  place  civilian  output  at  the  dss^- 
nated  60  percent  share  of  total  ouqmt 
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R37.0  billion  total  volume  of  deliveries  to  the  agroindustrial  conqtlez. 
In  preparing  to  design  and  develop  this  quantity  of  new  models,  over 
200  scientific  research  institutes  and  design  bureaus  in  the  defense  sec¬ 
tor  have  already  initiated  R&D  activities.^ 

The  3600  types  of  equipmmt  for  which  defense  industry  is  reqionsible 
constitute  36  broader  groups  of  machine  systems.^  The  Minister  of  Avia¬ 
tion  Industry,  for  example,  was  given  re^onsibility  for  five  such  groups, 
which  include  equipment  for  the  processing  of  fiuit  and  vegetabtes  and 
the  production  of  starch,  synq>,  and  pasta  products;  machines  for  the  can¬ 
ning  industry;  and  equipment  for  the  bagging  and  packaging  of  dry,  firee- 
flowing  products.  The  Minister  of  Aviation  Industry,  A.  S.  Systov, 
personally  attested  to  the  Council  of  Ministers  that  his  ministry  would 
successfully  implement  production  of  the  first  modem,  Soviet-made 
macaroni  production  lines  within  a  year.^ 

Between  1988  and  1995  (that  is,  within  ei^t  years),  defense  indus¬ 
try  is  being  called  on  to  increase  its  production  of  equipment  for  li^t 
and  food  industry  by  130  percent,  or  1^  11  percent  annually.  This  pro¬ 
duction  will  include  140  types  of  complex  consumer  durables,  14(X)  new 
equipment  categories,  and  ‘Sdrtually  the  entire  range  of  machine  tools 
and  machines”  that  li^t  industry  requirM.^  Indeed,  it  is  claimed  that 
346  defense  industry  enterprises  are  already  involved  in  the  production 
of  equipment  for  the  food  and  li|d)t  industries  and  in  1989  will  account 
for  more  than  one-fifth  of  such  ou^ut. 

Belousov  noted  that  military  plants  had  begun  civilian  production 
programs  in  the  late  1960s— a  move  initiated  by  General  Secretary 
Brezhnev— but  that  this  process  was  accelerated  in  the  last  few  years. 
Defense  factories  are  now  manufecturing  2000  categories  of  final  con¬ 
sumer  goods,  including,  in  1988, 10  million  television  sets,  95  percent  of 
Soviet-made  refrigerators,  62  percent  of  washing  machines,  and  69  per¬ 
cent  of  vacuum  cleaners.^''  This  list  of  final  consumer  goods  is  plumed 
to  be  expanded  in  number  and  in  technical  quality. 

By  the  end  of  the  current  Five  Yeu  Plan  on  December  31, 1990,  the 
volume  of  consumer  goods  manufactured  by  defense  industry  is 
planned  to  increase  more  than  R4  billion  over  the  1988  level;  this  ^ue 


***Cloodi  for  the  People  Off  the  MiUtaiy  Production  Line,”  Sovet$kaya  Rouiyu, 
February  10, 1980. 

Peacefol  Vocation  for  Defonw  Induatiy  Pbnta,”  Itotttiya,  January  3,  1988, 
pp.  1-2  (FBIS-SOV-8e-003,  January  6, 1988,  p.  62). 

^*Moocow  Televitioit,  October  19, 1988,  p.  64. 

^SwMtBkaya  ffoeeno,  February  10, 1989. 

*^Tbaae  figutee  probably  include  the  output  of  the  220  former  Minlegpiahchmaeh 
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if  Rl^  billkni  over  the  oiigiiiel  plen  figoie—en  incieaae  qipeientty 
leiidtinc  fkom  the  new  coavMekm  imtietivea.^ 

What  do  theee  cunent  changes  and  plans  amount  to  in  toms  ot 
defeue  indostiy  eapmdty  and  total  lesouroes?  DeCnae  indued  has 
ahraye  produced  some  stqi|dies  and  products  tat  civilian  iiMhjatiy  and 
consumption,  just  as  civilian  induatoy  has  supidied  the  militaiy  with 
iiqwtB  rangmg  from  raw  matniab  to  finished  products.  Bieshnevgave 
a  boost  to  the  (Mhnee  industry’s  involvement  in  hehnng  to  relieve  dvil' 
ian  shortages  in  the  late  1960s  and  by  1971  could  boast  that  42  percent 
of  “defrnse  industry”  output  was  thra  snrving  civilian  purposes.  How¬ 
ever,  it  was  never  dear  just  ediat  that  42  percent  consisted  ofl  The 
best  gusm  was  that  it  included  only  production  (and  not  services)  of 
the  Ministry  of  Defense  Industry,  just  one  of  the  nine  defense  produc¬ 
tion  ministries. 

Recent  estimates  by  Blaine  McCants^  draw  on  the  detailed  investi¬ 
gations  of  Jtdian  Coopw  on  the  civilian  production  of  defense  indus- 
try.* **"  McCants  notes  that  not  all  civilian  output  of  the  defense  sector 
is  in  machinery  output  or  in  manufactured  goods  mote  generally:  Con¬ 
struction  and  other  serviceo  are  also  produced,  as  are  non-machinery 
manufactured  goods  such  as  furniture  and  diina  tableware.  McCants 
estimated  shares  of  machinery  ^rpes  of  outiHit  (producer  durableB  and 
consumer  durables)  for  the  pwiod  1966  to  1986;  for  1966,  he  also 
accounted  for  the  transfer  of  Miniegpishchmash  and  fat  the  imduction 
of  nonmachineiy  goods.  However,  since  many  services  and  some  con¬ 
sumer  duzablss  are  not  included  in  these  estimates,  th^  should  be  con- 
sideted  as  minimum  loww  bounds. 

McCants’  calculations  reveal  a  doubling  at  the  civilian  share  of  outinit 
from  1966  to  1966,  with  estimates  of  the  1986  share  varying  around  40 
percent,  depending  on  output  definition.  In  early  1989,  Prime  Minister 
Ryshkov  claimed  tiiat  40  percent  of  the  pnxhicts  manufactured  by 
disuse  industry  were  also  nonmilitary  items;  these  same  figures  have 
now  been  mentioned  repeatedly.  Conskhnation  of  the  Soviet  statements 
along  with  the  McCants  analysis  siqvests:  the  civilian  machiiwry  output 
of  defenae  industry  in  1988  was  around  40  percent  of  defense  imhistry’s 
machinery  production;  including  consumer  durableo  and  other  goods,  and 
construction  and  other  services,  would  add  another  percent  or  so;  and  the 
transfer  of  Minlegpishchniash  raised  the  contribution  by  around  3  per¬ 
cent.  Altogether,  then,  total  (Msnse  industry  production  of  civilian 

*SoiwmkaMi  JloMOW  FMeosiy  10, 1080. 

*BlsiM  McCnta,  liSSR-  Compotition  cf  Dtfitm  Indmtry’t  Output,  unpublkhxL 
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Ambb  end  <fafeai  Cooper  (ods),  "Mtitkai  Profwt  and  Sookt  Beonomk  Dm/daommU, 
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outiMit  is  traiiiid  40-45  pMonit  of  total  ou^Mit  Therefoie,  the  current 
drive  bepne  with  a  eubatantial  contribution  to  civilian  purpoeea  already 
bring  made  by  <MBnee  industry. 

The  walls  between  defense  and  civilian  industry  that  protected 
defense  RAD  and  inoduction  feom  the  deleterknis  effects  of  civilian 
plamiing  and  management  are  now  crumbling,  and  have  bem  for  ffie 
pastdBMde. 


REDRAWING  ORGANIZATIONAL  ROUNDARIES 
AND  RESPONSIBILITIES 

The  present  plans  and  policies  of  using  defense  industiy  to  brister 
civilian  producti<m  do  not  alter  the  fundamental  orientation  of  the 
Soviet  economy.  Conversion  is  a  fcrm  of  the  classic  Soviet  q)proarii  to 
economic  growth  through  'extensive*  methods.  On  the  first  blooming 
of  the  priicy  in  1967,  the  leadershfo  was  also  indulging  in  an  approach 
that  has  characterised  many  past  attenqits  at  inq;>rovement:  redistri' 
buting  reapmirilnlitiee  and  redrawmg  boundaries.  Rather  than  allowing 
autonomous  units  to  coordinate  and  motivate  economic  behavior 
throuifo  marlcets,  the  Soviet  philosophy  has  been  to  use  hierarchical, 
administrative  structures;  if  one  organisational  arrangement  does  not 
work,  the  customary  solution  has  been  either  to  redraw  boundaries  to 
inchi^  more  operational  units  within  a  manager’s  authority  or  to 
expand  the  nundier  of  ftmctions  under  the  existing  organisation.  This 
tendency  has  a  long  history:  If  a  plant  cannot  count  on  its  supidiers, 
then  it  produces  its  own  iiqnits  internally,  if  a  ministry  cannot  coordi¬ 
nate  afbirs  with  other  ministries,  then  it  creates  its  own  autarchic 
cqiMbilities;  if  production  enterprises  caimot  deal  with  research  insti¬ 
tutes  and  design  bureaus,  then  the  government  organises  Scienoe- 
Production  Associations  (NPOs);  if  Academy  of  Sciences  institutes 
caimot  transfer  research  results  to  inroduction  ministries,  then  it 
creates  Inter-Branch  Science  and  Technology  Conqilexeo  (MNTKs); 
and  if  defense  industry  managers  and  methods  do  not  perform  well  in 
civilian  industry,  then  the  govemmoit  transfers  civilian  production  to 
the  defense  sector.  The  redrawing  of  boundaries  to  include  more 
activities  under  a  unified  managerial  umlnrila  has  at  times  amrikuated 
scane  of  the  orstemic  deficiencies  of  the  Soviet  economy,  but  it  has  not 
altered  the  main  characteristics  of  the  q^stem  and  has  created  its  own 
unfooe  set  of  proUems>-organisational  gipwtiMw,  to  name  just  one. 


V.  APPROACHES  TO  CONVERSION 


The  planned  growth  of  civilian  (ai^xit  in  defense  industry  can  be 
Mcoeqilished  in  several  ways:  through  the  transfer  ofplants  from  civilian 
industrial  ministries  to  the  defense  conq)iex;  through  the  conversion  of 
entire  defense  plants  to  civilian  output;  and  throuj^  the  "reprofiling”  of 
plants  that  will  also  continue  to  produce  defense  products. 


TBANSFER  OF  PLANTS  TO  DEFENSE  INDUSTRY 

The  experience  gained  with  in*najpng  the  transfer  of  Minlespishch- 
mash  enterprises  to  the  defense  complex  has  demonstrated  the  effects 
of  long-term  ne^ect  of  li|d>t  industry  and  of  the  real  demands  now 
being  imposed  on  the  defense  sector.  Among  the  first  things  that 
hi^-level  defense  managers  discovered  was  that  60  percent  of  the 
equ4>inent  at  the  transferred  enterprises  was  worn  out,^  and  that  only 
about  one-third  of  the  planned  output  could  actually  be  produced. 

The  Minister  of  Medium  Machine  Building,  L.  D.  Ryabev,  found  it 
necessary  to  go  beyond  sinq>ly  continuing  the  past  patterns  of  produc¬ 
tion  of  agroindustrial  equipment.  "We  have  taken  upon  ourselves  the 
tasks  of  providing  technical  servicing  for  all  systems  and  we  are  now 
setting  vp  centers  of  that  kind.”  The  ministry  also  began  to  deliver 
equipment  in  final,  assembled  form  instead  of  in  knockdown  kits,  and 
to  ac^ust  it  prior  to  commissioning  so  that  the  finished  product  could 
be  hiuMled  over  in  turnkey  condition.  They  found  that  t^  was  neces¬ 
sary  because  "hitherto  all  of  this  was  uncoordinated,  things  were  not 
siqplied  in  complete  sets,”  equipment  was  not  properiy  phased  in,  and 
"natarally  there  were  conside^le  complaints  and  costs  of  production” 
on  the  part  of  the  buyers  of  the  new  equipment^ 

This  same  Ministry  of  Mediiun  Mrchine  Building,  the  production  min¬ 
istry  reqmn^le  for  nuclear  wetpons,  was  also  forcefully  introduced  to 
the  vagaries  of  civilian  plaiming.  The  ministry  had  introduced  a  design 
for  a  small  cheesemaking  plant  and  received  an  order  for  10  units  signed 
hy  the  leadershp  of  the  State  Agroindustrial  Committee.  Two  weeks 


*PriiM  Miiiktor  Ryzhkov  comniratiiig  on  VPK  chainnan  Balouaov’a  izport  to  the 
Council  of  Miniaten,  Moacow  Telaviaion,  October  19, 1968,  p.  65. 
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later  came  a  lequeet  for  2300  eyetenu  oi  the  eame  model,  eigimd  by  the 
saoM  leader.  “And  of  course  now  we  are  somewhat  bewildered.”’ 

Further  transfer  oi  entire  li^t  industry  enterprises  to  the  defense 
cooqdez  will  probably  require  considerable  additions  of  real  resources 
to  bring  them  up  to  planned  levels  of  output.  Th^  will  need  invest¬ 
ment  goods,  materials,  and  technical  and  design  maiqKJwer,  not  to 
qwak  of  valuable  management  attention.  The  chairman  of  the  Cc^cil 
of  Ministers  emphasixed  this  point  when  he  noted  that  the  coud^s 
mi^ty  defense  conq)lex,  “which  commands  an  enormous  scientific, 
technical,  and  production  potential,  can  and  must  ct^  with  this  prob¬ 
lem”  of  the  disbanded  li^t  industiy.^  Whether  the  acounulating 
experience  of  working  out  the  problems  of  the  transferred  litbt  indus¬ 
try  enterprises  will  encourage  more  such  actions  in  the  future  remains 
an  open  question. 


TOTAL  CONVERSION  OF  FORMER  DEFENSE  PLANTS 

The  total  conversicm  of  defense  plants  to  civilian  production  is 
another  posuble  method  of  iiunreasing  civilian  ou^nit  Although  the 
possibility  has  been  widely  discussed,  implementation  is  almost  invisi¬ 
ble.  In  a  discussion  of  the  serious  problems  that  would  be  created  by 
radical  and  rq)id  redesigning  of  production  areas,  tecbnologicd 
processes,  and  equipment,  VPK  chairman  Belousov  described  an  exper¬ 
iment  in  which  several  defense  plants  would  become  “models”  or  “test 
sites”  where  conversion  methods  would  be  “broken  in.”  However,  the 
experiment  will  only  involve  three  plants,  and  only  the  plans  for  these 
experimental  units  will  be  pr^wred  in  1969,  with  the  actual  conversion 
to  take  place  later.’  No  olber  nwntion  has  been  made  of  instances  of 
total  conversion.  The  three  designated  plants  were  described  in  late 
1989;  their  full  conversi<m  was  then  planned  to  be  completed  from  1990 
to  1992.’  However  several  defense  industry  ministers  have  described 
the  reorientation  of  new  factories  that  are  under  construction  or  that 
are  yet  to  be  built.  The  total  conversion  of  such  plants  offers  greater 
flexilnlity  than  the  reorientation  of  those  that  are  literally  set  in  con¬ 
crete.^ 

’ibkL,  p.  64. 

^Ibid,  p.  52. 

^Soo^skaya  Rottiya,  February  10, 1980. 

**‘Conver*ioii— In  Action,”  PnuUektuenny  Vestnik,  No.  18,  September  1988,  pp.  10- 
11  (FBIS-SOV-88-191,  October  4, 1989,  p.  104). 

^Bdoueov  interview,  Ixoettfya,  January  3,  1969.  Aleo  eee  "Goode  Inetead  of  Sheila,” 
Itotttiya,  May  1, 1969,  p.  2  (FBIS-SOV-88-OW,  May  5, 1969,  p.  83). 
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PARTIAL  CONVERSION  <»  *<REPROFILING” 

The  plannad  output  o(  dviUan  goods  in  dsfsnse  industry  will  have  to 
depend  primarily  on  the  partial  diveruon  of  cqwcity  of  existing  plants 
in  addhtimi  to  the  transfhried  220  KGnlegpishehmash  enterprieee  and 
the  experimental  units  designated  for  total  conversi<m.  As  indicated 
above,  many  defense  eetablishmmts  are  already  involved  in  civilian 
ou^Mit;  their  activities  will  be  expanded,  and  additional  defense  jdants 
will  be  drawn  into  this  dSbrt  In  196S,  for  exanqple,  346  *^00113000 
feetmies*  had  become  invdved  in  the  production  of  equipment  for  li|d^ 
and  food  industries.*  New  enterprises,  either  on  the  drawing  boards  or 
just  coming  into  a  productiva  state,  were  reoriented  for  the  ou^nit  of 
civilian  products,  and  2(N$  research  institutes  and  dengn  bureaus  were 
reassigned  to  design  equqnnent  tor  the  agroindustrial  conq>lex. 

The  transfer  of  Mudegpiahchmash  plants  was  also  a  means  to 
transfer  reqwnsibility  for  their  product  lines  to  defense  industry 
managers— and  not  only  the  existing  product  lines,  but  improved 
models  and  products  incorporating  higher  techndogkal  levels.  It  prob¬ 
ably  came  as  no  surprise  to  knowledgsaUe  Soviet  iruhistrialists,  but  the 
decrepit  state  of  the  tean^ried  mdustrial  equipment,  the  poor  training 
of  the  labor  force,  and  the  laxity  of  cpiality  control  shocked  the  defsnae 
managers.  To  meet  the  phumed  output  of  the  disbanded  ministry,  the 
defense  production  ministers  found  it  necessary  to  bring  in  their  own 
plants,  xiedalists,  and  design  bureaus. 

Not  only  ue  existing  resources  being  transferred  and  diverted  to 
civilian  uses,  but  investment  funds  allocated  to  defense  industry  are 
also  being  rechanneled.  Much  of  this  investment  is  in  social  construc¬ 
tion  for  apartments,  new  plant,  and  equ^ment.  Concern  for  the  living 
conditions  of  workers  in  the  defense  sector,  especially  those  converting 
to  civilian  output,  has  been  a  prominent  toim  in  Party  secretary 
Baklanov’s  visits  to  defense  plants  and  in  Supreme  Soviet  discusskHis. 
For  example,  L.  Ryabev,  the  Ministw  of  M^um  Machine  Building, 
has  dsscrflwd  the  “lamentable  state”  of  the  units  his  ministry  took 
over.  Since  these  enterprises  had  not  been  allocated  any  housing,  the 
first  thing  he  did  was  to  commiMion  at  least  one  new  qrartment  block 
for  each  enterprise  during  the  first  year  of  transfer.  To  the  ten 
transferred  plants,  he  assigned  40  ministry  enterprises  to  help  fulfill 
qMcific  targets.  The  ministry  is  also  planning  to  build  “four  or  five 


*VPK  dwiriMn  BekMaov  ■Utnwit,  raportad  in  TASS,  Ffbiuuy  22,  1989  (FBIS- 
SOV-8e-036.  p.  104). 
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qiecialist  i^anta  for  the  production  of  dairy  equqnneot”*  What  are  the 
financing  eouroes  for  all  these  efforts?  Ryal^  cites  several  sources: 
retooling  from  the  enterprises*  own  funds  and  centralized  ministry 
funds,  Gosagn^rom  funds  for  new  types  of  food  processing  equq>ment, 
ami  tlw  state  budget  for  new  construction.  “But  it  is  inqiortant  to 
stress,”  I^rtfwv  said,  “that  the  USSR  Ministry  of  Medimn  Machine 
Building  will  not  obtain  a  sint^  kopek  in  additional  investment.”^** 
This  statement  presumably  means  that  there  are  new  sources  and  new 
uses  of  investn^t  fiinds,  but  that  the  aggregate  amount  remairu 
unchanged. 

The  inqmrtant  point  to  note  about  the  reassigned  reqponsibilifies  for 
food  procesung  equq>ment  is  that  the  policy  is  drawing  on  substantial 
increments  of  resources  from  defense  ihdu^zy,  and  this  was  occurring 
even  before  the  G<»faechev  aniuwmcmnent  of  military  e^qpenditures 
reductions.  Interviews  with  ministers  and  other  hi^-level  officials  of 
most  of  the  nine  defense  production  ministries  confimm  and  general¬ 
izes  the  observations  made  by  Ryabev. 

The  foods  that  have  been  appropriated  for  the  Ministry  of  Radio 
Industry  in  1989  for  building  bouM  and  aociocukural  facilities  will 
be  used  for  the  personnel  of  the  refrigeration  equmment  enterpriaes 
to  thrir  foUest  amount^* 


The  Ministry  [of  General  Machine  Building]  has  decided  to  increase 
the  financing  ct  [rebxding  of  transferred  pla^]  by  a  fiartor  of  2.5  to 
the  detriment  of  eziating  planned  auhjects.** 

Our  main  aim  (in  the  Ministry  of  Defense  Industry]  is  not  just  to 
boost  ou^nrt  of  food  industry  machines  but  to  irrqrrove  thmr  tecfarri- 
cal  standard  and  quality. . . .  This  sector  has  been  starved  ofmodem 
equqmient. . . .  Only  one-fourth  of  the  entire  range  of  items 
tramsferred  to  us  last  year  was  tq>  to  modem  standards. . . .  We  are 
essentially  creating  a  fimdamentally  new  sector. . . .  Downs  of  our 
plants,  design  biueaus,  and  teclmological  institates  are  already 
invohr^  in  this  wort. ...  A  qracial  section  for  liid^t  industry 
machines  has  been  set  iqr  within  ^  ministry’s  scientific  and  techni¬ 
cal  counciL . . .  Hie  first  thing  that  surprised  us  [about  the 
trar^iened  fecilities]  was  that  a  numbw  of  thM  jdants  dU  not  have 
any  consumer  fecili^.  No  housing  had  been  built  for  many  years 
and  tainted  young  people  did  not  join  them.  Nor  were  thm  any 


*“Goods  to  bo  Produced  by  Defense  Industry  Plante,”  Itvntiya,  November  9,  1968, 
p.  4  (PBIS-80V-88-218,  November  10, 1968,  p.  70). 

“Ibid. 

'^’lUtrifsiatms  fw  the  APK,”  Wtonomkimltaya  Oaxta,  No.  48,  November  1968,  p.  4 
(JPRS-UMA-Oe-OOS,  February  13, 1969,  p.  69). 

‘*”Defenao  Changie  Pwfeeeion,”  Sot$iali$tieht$luya  Indiutriya,  Frimiary  7, 1969,  p.  2 
(FBIS-SOV-89-030,  Frinuary  16, 1969,  p.  81). 
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•qMrimental  production  fwilities. . . .  We  shared  our  resources  and 
cadres  with  them.‘^ 

Thus  the  Ministry  of  Medium  Machine  Building  not  only  assumed 
the  reqransibilities  of  the  disbanded  Minlegpishchmash  in  producing 
equipment  for  dairy  plants,  and  took  over  these  plants,  but  also 
b^an  to  turn  out  such  products  at  its  best  enterprises.  Even  eiq>eri- 
mental  divisions  joined  such  operations.’^ 

Of  course,  we  cannot  do  without  ciqiital  investment,  (proclaimed  the 
First  Deputy  Minister  of  Machine  Budding).  Some  production  units 
are  geared  toward  a  specific  product  and  cannot  offer  anything  else. 
They  will  have  to  be  dismantled.  The  remaining  walls  and  unties 
are  not  a  bad  basis  for  creating  new  capacities. . . .  We  are  not  par¬ 
ticularly  counting  on  the  ministry’s  centralized  funds.  What  is  allo¬ 
cated  to  us  is  paid  for  many  times  over  through  the  profits  from  sales 
of  consumer  goods. . . .  Tlie  development  and  manufacture  of  new 
equipment  involves  40  military  plants  and  20  science-production 
associations,  institutes,  and  design  bureaus.’^ 

Plants  [of  the  dissolved  ministry]  were  operating  at  a  loss  all  around; 
conditions  there  were  difficult.  Resources  were  promptly  allocated 
from  tile  ministry’s  [of  defense  industry]  reserves,  and  a  stabilization 
of  the  industrial  baM  was  carried  out. . . .  We  increased  production 
last  year  by  13  percent  over  the  1987  level,  and  9  percent  of  that  is 
attributable  to  our  ^fense  industry _  Forty-ei^t  of  our  enter¬ 

prises,  40  scientific  research  institutes  and  construction  bureaus  were 
involved.  A  construction  bureau  was  allotted  for  each  type  of  equip¬ 
ment.’* 

As  these  observations  make  clear,  conversion  requires  substantial 
diversions  of  defense  industry  resources  to  meet  the  responsibilities  of  the 
transferred  enterprises,  over  and  above  the  resources  required  to  carry  out 
the  conversion  arising  from  defense  reductions.  One  of  the  more  impor¬ 
tant  of  these  resources  is  management  attention  and  energy— from  the 
minister,  to  the  enterprise  directors,  to  dqiartment  managers  and  qiecial- 
ists.  This  focus  extends  iqiward  also— to  the  VPK  and  Party  Secretariat. 
The  head  of  the  VPK  has  been  the  chief  spokesman  on  the  conversion 
issue  and  appears  to  have  had  responsibility  for  developing  the  conver¬ 
sion  plaiu  and  perhaps  even  the  comprehensive  plan  for  agroindustrial 

’**LutMd  of  MwuIm  and  Tanks,”  Pravda,  March  14,  1988,  p.  2  (FBIS-SOV-89-060, 
March  16, 1969,  p.  88). 

’*M.  Makalin,  ”How  to  Boat  Swords  into  Plouidwhaiss,  Motkovkaya  Pravda,  March 
21, 1988,  pp.  1-2  (FBIS-SOV'89-069,  April  12,  1988,  p.  65). 

’*”Go<^  Instead  of  Shells,”  Itvattiya,  May  1,  1988,  p.  2  (FBIS-SOV-88-086,  May  5, 
1988,  pp.  88-84). 

Bykadorov,  *On  Peaceftil  Conveyors,”  SaUhaya  Zhizn,  August  15,  1988,  p.  2 
(FBIS-SOV-89-162,  August  23, 1988,  p.  100). 
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processing  equipment.  Belousov’s  television  iqipearances  on  behalf  of 
consumer  goods  place  a  political  and  public  spotlight  on  the  performance 
of  defense  industry  in  satisfying  these  needs. 


VI.  IMPLEMENTING  CONVERSION 


THE  SPECIAL  ADVANTAGES  OF  DEFENSE  INDUSTRY 

Soviet  defense  industiy  has  benefited  from  its  past  privileges.  It 
possesses  a  large  and  technologically  progressive  ciq[>ital  stock;  a  well- 
trained  and  experienced  labor  force  oriented  toward  the  production  of 
hi^  quality  goods;  managers  able  to  deal  with  complex  R&D  and  pro¬ 
duction  tasks;  and  the  technical  stq>port  of  research  institutes,  design 
bureaus,  test  facilities,  and  pilot-plant  production  capabilities.  It 
disposes  of  a  ti{^tly  woven  system  of  supply,  created  to  support  the 
concrete  requirements  of  well-specified  end  items.  It  has  developed  a 
set  of  routines  and  a  design  philosophy  or  culture  over  the  past  60 
years  that  is  consistent  with  the  planned  economy  of  the  Soviet  Union, 
and  that  effectively,  but  not  always  efficiently,  deals  with  its  systemic 
shortcomings. 

All  of  the  above  can  be  converted  to  civilian  use,  including  the 
weepon  devel(q)ment  routines  learned  from  the  experience  of  war  and 
teclmological  revolution.  For  example,  a  research  institute  director  in 
the  Ministry  of  Machine  Building  described  how  he  used  standard 
we^mn  acquisition  methods  in  new  civilian  applications: 

It  is  necessary  to  cany  over  the  principles  for  the  organization  of 
work.  In  our  branch,  we  have  developed  quite  particular  iqproachee 
to  tile  introduction  of  technologies. . . .  We  have  an  efBcient,  clearly 
thou^t  out  eyetem  of  design  and  technological  processing  of  new 
machines,  including  the  early  stages,  before  the  working  documenta¬ 
tion  is  issued.  We  have  been  convinced  that  any  changes  made  in 
later  stages  are  detrimentaL* 

In  addition  to  resources  and  routines,  defense  industry  also  disposes 
of  a  most  inqmrtant  resource  that  is  in  short  supply:  authority.  It  has 
been  delegated  the  political  and  organizational  powers  of  the  Party  and 
the  VPK  in  policing,  coordinating,  and  managing  the  priority  granted 
to  defense  production. 

However,  resources,  privilege,  and  priority  do  not  guarantee  success 
in  converting  to  civilian  production.  One  cynical  observer  summed  up 
a  great  deal  of  Soviet  economic  experience  with  his  own  evaluation  of 
high  priority  projects  in  the  tranqiortation  industiy — the  automobile 
and  truck  ventures  promoted  by  Brezhnev:  “You  cannot  obtain  good 

‘‘IMmim  ChufM  ProftMkm,’'  Sotnaluticheikaya  Industry  Ftoruaiy  7,  1989,  p.  2 
(FBIS-SOV-8e-090,  Fabniaiy  16, 1989,  p.  81). 
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products  without  excellent  machine  tools,  but  the  experience  of  VAZ 
and  KAMAZ,  which  have  mainly  imported  equipment,  shows  that  we 
have  learned  quite  well  how  to  produce  poor  products  with  excellent 
equipment.”^  Even  with  priority  and  good  equipment,  the  constraints 
and  incentives  of  the  broader  economic  system  can  interfere  with  and 
impede  effective  production  and  efficient  processes. 


DEFENSE  PRODUCTION  INEFFICIENCY 

The  defense  production  conqilex  possesses  two  other  "resources” 
that  may  be  avi^ble  for  conversion  to  civilian  use:  excess  ciqiacity 
and  inefficiency.  Excess  capacity  exists  by  design— for  mobilization 
purposes— and  by  inadvertence.  Because  of  the  priority  of  defense, 
resources  have  flowed  to  defense  production,  often  beyond  reasonable 
needs;  the  political  leadership  is  now  trying  to  reciqiture  these  reserves. 

The  new  openness  surrounding  defense  matters  has  shed  light  on  the 
detailed  practices  of  the  industry,  suggesting  a  level  of  bloated  ineffi¬ 
ciency  that  combines  the  systemic  disincentives  of  the  civilian  sector,  the 
monopsony  power  of  the  military  customers,  and  the  priority  supply  of 
production  resources.  One  analyst,  iqiparently  a  specialist  within  the 
defense  production  complex,  claims  that  labor  and  capital  productivity 
and  energy  efficiency  in  the  defense  branches  correspond  on  the  average 
to  the  indicators  of  the  economy  in  general.^  According  to  Isayev,  the 
growth  of  defense  industry  was  controlled  by  the  system  of  goal-oriented 
program  planning  in  which  price  played  a  secondary  role  in  the  allocation 
of  orders  and  resources.  He  argues  that  despite  the  better  technological 
level  of  equipment,  higher  skills  of  personnel,  and  scientific  potential  of 
the  defense  complex,  the  type  of  production  relations  that  have  developed 
there  and  the  absence  of  efficiency-promoting  incentives  are  behind  the 
poor  utilization  of  productive  forces. 

Since  the  19308,  the  production  of  military  hardware  has  been 
managed  through  the  formation  of  so-called  “pyramid  structures,”  the 
apex  of  which  is  the  output  of  a  specific  article,  with  the  rest  of  the 
pyramid  encompassing  the  enterprises  supplying  the  materials  and 
subassemblies.^  All  the  enterprises  in  the  structure  are  rigidly  linked 
together  in  a  manner  that  guarantees  the  supply  of  inputs  required  at  all 

^S.  Yelekoyev,  The  Last  Trump,”  Sot$iali$ticheskaya  Industriya,  January  28,  1988, 
p.  2  (FBIS-SOV-88-021,  February  2, 1969,  p.  80). 

^A.  Isayev,  “Reform  and  the  Defense  Branches,”  Kommunist,  March  1988,  p.  26. 

^The  pyramid  structure  is  described  by  Yu.  S.  Valkov,  “The  Last  Trump  Card,”  Sot- 
$ialutiche$haya  Industriya,  November  13,  1988,  p.  2  (FBIS-SOV-88-233,  December  5, 
1988,  p.  123). 
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levels  of  production  and  assembly.  Each  type  of  military  hardware 
possesses  its  own  pyramid.*^  "With  no  thotight  of  the  expense,  unique 
equipment  was  created  for  them.”^  However  effective  this  aiq>roach  may 
have  been  for  producing  complex,  technobgically  advanced  products  in 
an  economic  system  bedeviled  by  stqiply  uncertainties,  "it  is  a  rigid, 
inflexible  process  with  little  unplimned  excess  capacity.”'^  Nevertheless, 
the  author  of  this  article,  a  head  designer  at  a  large  defense  enterprise, 
believes  that  it  is  possible  to  carve  out  of  the  various  defense  pyramids  a 
new  pyramid  devoted  to  the  pnxhiction  of  machine  tools  for  civilian  prod¬ 
ucts.  However,  other  experts  with  eq;)erience  in  the  defense  sector  believe 
that  will  be  very  difficult.^  Even  if  it  were  possible  to  carve  out  specialized 
sectors,  they  say,  the  endemic  problems  of  the  Soviet  economy  would 
eventually  cripple  any  such  effort.  The  Soviet  space  program  was  able  to 
achieve  a  successful,  coordinated,  scientific-production  goal,  but  it  was 
under  the  principle  of  "‘victory  at  any  cost,’  which  is  unacceptable  for 
widespread  application.”* 

The  principal  charge  of  inefficiency  against  defense  production  is  an 
allegation  of  a  pure  "cost-plus”  approach  to  procurement.^*  Although 
stated  in  different  ways,  the  interpretation  is  clear. 

Reoriented  to  the  civilian  market,  they  will  have  to  give  up  the  prin¬ 
ciple,  "end  results  at  any  cost,”  which  is  natural  for  several  military 
sectors.” 

Defense  workers  always  achieve  the  necessary  result  because  the 
state  does  not  limit  the  cost.” 

Unfortunately,  we  have  seen  that  an  expense-oriented  mechanism  in 
the  hands  of  the  military  carries  the  danger  of  an  explosion  for  the 
economy.” 


‘Goal-oriented  programs  and  their  supply  pyramids  are  managed  by  the  VPK  through 
the  "VPK  decision”  issued  for  each  program,  covering  participants,  tasks,  funding,  and 
aclwdules. 

•ibid. 

’Ibid. 

*8.  Yelekoyev,  "The  Last  Trump,”  Sotsialistkheskaya  Industriya,  January  28,  1989, 
p.  2  (FBIS-SOV-89-021,  February  2, 1989,  p.  81). 

•ibid. 

‘*‘rhis  phenomenon  was  noted  in  Arthur  J.  Alexander,  Decuionmaking  in  Soviet 
Weofmu  Procurement,  Adah>hi  Pqrer  147-148,  Intenutional  Institute  for  Strategic  Stud¬ 
ies,  Lon^n,  Winter  1978-1979,  p.  22  and  Note  148,  p.  60. 

”V.  Chernyshev,  TASS,  February  2, 19%  (JPRS-UMS-003,  February  13, 1989,  p.  60). 

^•"Defense  Changea  Profession,”  Soteialieticheehaya  Induetriya,  February  7, 1989,  p.  2 
(FBIS-SOV-89-030,  February  16, 1989,  p.  80). 

”"How  to  Beat  Swords  into  Plou^hares,”  Moahovekaya  Prouda,  March  21,  1989, 
p.  1  (FBlS-SOV-89-068,  AprU  12, 1989,  p.  53). 
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Th«y  haip  on  the  fiat  of  the  defense  industiy  producer  everywhere. 

This  is  strange  to  us.  What  we  are  familUr  with  is  Ute  fiat  of  the 
customer.  We  make  what  they  tell  us  to  make.** 

There  is  a  principle  at  work  here:  we  need  only  victory,  and  we  shall 
achieve  it  at  any  coat!  This  is  unacceptable  for  wide^read  aiiplica- 
tion. . . .  The  high  quality  assemblies  ...  are  achieved  at  the  price  of 
immense  expenditures  and  strict  military  acceptance  practices.  The 
rank  and  file  consumers  would  simply  not  be  in  a  position  to  buy 
them.*® 

Under  the  orientation  toward  a  civilian  market,  the  personnel  of  the 
defense  industries  will  also  have  to  rqject  the  principle,  “the  end  jus¬ 
tifies  any  means,”  so  typical  for  a  number  of  milita^  products.  And 
this  will  take  a  serious  restructuring  not  only  of  teclmology,  but  of 
control  over  production  and  the  market.*® 

The  cost-plus  acquisition  principle  indicates  an  absence  of  cost- 
consciousness  on  the  part  of  the  buyer — at  least  at  the  detailed  part 
and  project  level.  Such  an  attitude  would  be  encouraged,  or  at  least 
not  punished,  by  free-flowing  resources  to  a  high  priority  sector.  More¬ 
over,  procurement  accounts— including  overruns,  shortfalls,  and 
deficits— do  not  fall  under  the  Defense  Ministry’s  direct  cognisance  at 
all.  (The  budgeting  process  is  covered  more  fully  in  Sec.  VIII.)  Once 
plans  and  prices  are  iq>proved,  the  Finance  Ministry  establishes  bank 
accounts  for  the  production  ministries  from  which  enterprises  are  sub¬ 
sequently  paid  upon  delivery  of  plaimed  items.  There  are  thus  scarcely 
any  financial  ties  between  buyer  and  seller. 

Our  understanding  of  Soviet  weapon  acquisition  practices  suggests 
that  in  the  systems  requirements  process  and  in  design,  the  consequences 
of  calling  for  advanced  technology  and  complexity— high  production  and 
maintenance  costs,  low  reliability,  lengthy  development  schedules — are 
well  known  to  the  higher  level  decisionmakers;  they  attempt  to  avoid  the 
consequences  to  the  extent  open  to  them,  given  their  doctrine  and  threat 
environment,  by  calling  for  fairly  simple  and  less  advanced  designs.*'' 
However,  when  such  choices  are  barr^  to  them,  as  they  increasingly 
seem  to  be,  defense  procurement  follows  the  “end  results  at  any  cost”  pro¬ 
cess  described  by  knowledgeable  participants;  even  when  the  classical 

**ai4 

*®S.  Yelekoyav,  “Tka  Laat  Truiim.’’  SoUiaUstkheikaya  Industriya,  January  28,  1989, 
p.  2  (FBIS-SOV-89-021,  Fabruaiy  2, 1989,  p.  80). 

**V.  Cbarnyahav,  “Convarsion:  Tha  Fimt  Stqw,”  Trud,  Fabniary  14,  1989,  p.  3 
(JPItS-UMA-g9-006,  March  6, 1989,  p.  48). 

*^E«plaining  tha  Soviat  Union’#  laamingly  low  defanaa  budget,  Ganarai  Staff  Chiaf, 
Ganaral  Mdaa^,  pointad  to  a  “military-tachnical  policy  aimad  at  creating  cliaq>,  aaym- 
metric  anna.”  “The  USSR  DafaiMa  Budget,”  Pnvdo,  Jum  11, 1969,  p.  6  (FBIS^-111, 
June  12,  1989,  p.  74). 


Soviet  weqwns  design  i^zoach  is  feUowed,  the  budgeting  and  cost 
incentives  lead  to  excess  c^Mcity  and  considerable  bidden  reserves. 

Even  with  free-flowing  resources  and  a  cost-plus  mentality,  the 
Soviet  d^nse  conqdex  is  still  part  of  the  Soviet  economy  and  shares 
many  of  the  same  problems.  Yu.  S.  Valkov,  a  retired  chief  designer  at 
a  drfsnae  plant,  has  described  many  practices  he  observed  that  would 
be  quite  familiOT  to  a  civilian  manager.  He  related  how  a  chief 
engineer  obtained  supplies  "by  fair  means  or  foul”  to  properly  equ^ 
the  workshi^M  and  was  issued  with  18  ministerial  reprimands  in  one 
year  for  his  heroic  efforts.  Valkov  cmnplained  that  all  attention  was 
focused  on  producing  basic  combat  equipment,  with  everything  else  left 
to  i*ngiiiati  He  mentioned  the  seven  years  it  took  to  place  a  screw¬ 
cutting  lathe  into  production,^  and  "God  forbid  that  you  invent  some¬ 
thing  new  and  have  to  introduce  it.  It’s  more  trouble  than  its  worth. 
Imitations  of  foreign  innovations  began  to  enter  the  ^stem— it  was 
less  trouble.”^* 

We  are  left  with  the  question  of  whether  the  financial  sqtaration 
between  military  buyer  and  producer,  excesses  of  the  cost-plus 
iqiptoach,  and  ot^r  inefficiencies  emanating  from  the  incentive  system 
can  be  squeezed  to  free  tq;>  resources  for  civilian  output,  and  whetlwr 
defense  enterprises  can  escipe  their  cost-plus  methods  but  still  utilize 
their  conservative  design  ethic  to  produce  efficiently  for  the  civilian 
market.  The  simple  expedient  of  cutting  defense  procurement  budgets 
may  induce  greater  cost  consciousness  of  the  biqwr  and  producer  alike, 
dsiMnding  on  how  it  is  implemented.  But  industry  insiders  such  as 
Isayev  and  Valkov  identity  profit  orientation  and  competition  as  neces¬ 
sary  ccmditions  for  greater  efficiency.  With  the  introduction  of 
MiozroBchet  in  the  begiruung  of  1989,  the  defonse  customer  will  foce 
greater  pressure  to  pay  the  ftill  cost  of  production,  formerly  often 
buried  in  state  subsidies  and  bank  loans  that  covered  enterprise  losses 
resulting  from  monopeonist  pressured  low  prices  and  inefficient  pro¬ 
duction.  When  c<mf^ted  tire  fall  xoets  of  its  demands  under  a 
regime  of  tigditer  budgets,  the  military  may  take  a  second  look  at  its 
requirements.  But  if  prices  simply  ruw  to  cover  the  full  costs  of  pro¬ 
duction,  the  discipline  of  khosroschet  vrill  be  negated. 

Even  if  khozraschet  is  fiilly  implemented,  the  continuing  multqrle 
restrictions  on  enterprise  behavior  will  cause  dimished  incentives  for 
internal  efficiency.  For  one  thing,  the  growing  complexity  of 

**int»nrkwi  by  the  author  with  U.Sn  Soviet,  and  Baat  European  machine  tool  peo- 
duoeis  in  19B8  revealed  a  lJI-2  year  pariod  from  initial  deaign  to  first  deliveiy  Ibr  many 
U.S.  and  S-16  years  to  the  eociaUst  eountrias. 

**¥0.  VaDwv,  ‘‘Ihe  Last  Trump  Card,”  SotemfictKAestoya  Indu$triya,  November  13, 
1988,  p.  2  (FBIS-SOV-88-263,  December  6, 1988,  p.  122). 
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iMtrictions  ^  ififfuse  th*  already  conqdez  piofitalnlity  cakulationa. 
The  policy  intent  haa  been  to  decentralize  deciaionmaking,  reduce 
mandated  management  reporting,  azMi  eliminate  "petty  tutelage,”  but 
the  revene  qipMn  to  be  the  caae. 

A  second  possible  element  of  reform— restructuring  of  dsfonae  industry 
to  increase  cmnpetition— ia  not  a  likely  project  at  present,  althou^ 
Isayev  describes  amne  experiments  in  which  existing  enterprises  are  being 
transformed  into  autonomous  cot^rativee  able  to  set  their  own  wages 
and  work  rulea,  and  not  under  any  ministerial  authority.  Two  coopera¬ 
tives  have  also  been  mentioned  in  the  Machine  Building  Ministry, 
attached  to  a  productum  aaaociation,  one  specializes  in  trade  with  China, 
and  the  eeeo^  (named  Ekiperiment)  "creates  new  materials.”^  Such 
ezqMrimenta,  thou^,  are  unl&ely  to  be  generalized  into  an  industry-wide 
pcdky  any  time  soon. 

In  the  meantime,  defense  industry  will  continue  to  do  what  it  knows 
how  to  do  in  its  civilian  production  and  do  it  with  diverted  resources 
and  resources  set  free  by  defense  procurement  reductions,  rather  than 
witii  the  fruits  of  greater  efficiency. 


DEFENSE  INDUSTRY  PROSPECTS  IN 
CIVILIAN  PRODUCTION 

The  ReaHtlea  of  the  Civilian  Economy 

The  strengths  of  the  defense  conqrlex  derive  from  its  privileged  status. 
These  strengths  will  be  available  for  civilian  purposes,  at  least  for  a 
period,  but  they  are  wasting  assets.  Their  continued  contribution  wiU 
depend  on  their  maintenance  and  sustenance.  In  addition,  as  defense 
industry  enters  the  civilian  q>here  more  broadly,  it  will  confront  all  the 
impediments  faced  by  the  diabanded  ministry  it  absorbed:  low  priority, 
uncertain  siqiplies,  incoiuistent  plans,  miqrlaced  incentives. 

Among  the  first  rude  Cscts  of  life  faced  by  enterprises  converting  to 
civilisn  production  were  the  stqqily  problems  endemic  in  the  Soviet 
economy.  As  one  article  noted,  "W^n  getting  involved  in  civilian  pro¬ 
duction,  tiie  defense  ertirpriaes  will  have  to  encounter  the  riementa  of 
the  planned  market,  fi  i  which  nobody  has  ever  emerged  unscathed.”’^ 
The  NGnister  of  Defense  Industry  warns: 

InstMd  of  lai€$tfya.  May  1,  1969,  p.  2  (FBIS-SOV-Se-Oee,  hUv 

1986,  p.  83).  R  k  not  known  iHwthar  thaaa  cooparativia  an  tha  aanw  oaaa  notad  by 
bajm. 

**Igar  Lavrawakiy  and  Laonid  Skoptaov,  “Natun  Tolontao  No  Void,”  SotnaKc 
tidtttkaya  /ndiutrfya,  April  7, 1969,  p.  2  (VBlS-SOV-884)73,  18, 1989,  p.  82). 
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The  conduct  of  our  aaeociatee  from  the  civilian  industry  and  local 
organs  of  territorial  mana^ment  once  again  pronqyts  caution. . . . 
There  are  holdiQM  in  our  siq^ly  of  electric  motors.  The  dmrtage  of 
piogresrive  packing  materialB,  which  should  be  provided  by  enter¬ 
prises  in  the  chemical  and  li^t  industry  branches,  also  inqwdes 
things.^ 

A  military  observer  foresees,  "With  conversion  to  civilian  production, . . . 
they  win  lose  the  priority  ri|^t  to  receive  financial  and  nmterial  resources 
at  ^ort  notice.”^ 

One  solution  to  these  problems  is  the  classical  Soviet  organizational 
response  to  uncertainties  imposed  by  su{q|>lier8— to  supply  as  much  as 
possible  oneself  or  under  one’s  direct  control.  Of  course,  this  rational 
response  to  siqqply  uncertainty  has  been  condemned  since  the  begin¬ 
ning  of  Soviet  centralized  planning  as  inefCcient  because  it  does  not 
allow  scale  economies  and  specialization.  The  director  of  a  Ministry  of 
Machine  Building  association  (tescribed  his  own  iq>proach  to  the  supply 
problem; 

To  be  honest,  I  would  never  try  to  assimilate  an  article  for  which  I 
do  not  have  everything  necessary  at  my  diqxMal.  Take,  for  instance, 
water-based  emulsion  paint.  This  item  requires  eight  components, 
and  we  obtain  them  all  through  direct  links.  Therefore  we  are  boldly 
incorporating  an  additional  R2  million  worth  in  the  context  of 

conversion _ We  required  subassemblies  that  are  not  produced  in 

our  country.  Buying  them  abroad  mearu  wasting  time  a^  qiending 
foreign  currency.  We  had  neither,  so  we  made  the  subassemblies 
ourselves,  without  (please  note)  raising  any  questions  with  the  minis¬ 
try.** 

A  dq>uty  minister  of  Machine  Building  summed  up  the  experiences  of 
defense  industry  managers: 

When  we  embarked  on  the  path  of  conversion,  smnstbing  struck  us 
immediately.  The  machine  tool  huUdars  oftm  srqpply  the  wrong 
thing  for  the  inplementation  qpecific  tasks.  Even  before,  the  siq>- 
plyi^  branches  used  to  let  us  6amn,  but  now  tire  difficulties  are  even 
more  acute. . . .  Out  of  an  order  of  6000  items  of  equipment,  (joqrlan 
has  allocated  only  2700  for  1990.  Many  things  are  not  produced  in 
our  country  at  dl.  So  we  will  have  to  set  iq>  our  own  machine  tod 
building.** 


**'InBtaad  of  MissUss  and  Tanks,”  Prmda,  March  14,  1989,  p.  2  (FBIS-SOV-89-060. 
March  16, 1989,  p.  89). 

**Cheniyshov,  TASS,  1989  (JPRS-UMS-003.  Fsbraaiy  13, 1969,  p.  60). 

**”Go(Mk  Instead  of  Shriis,”  Itveitiya,  May  1,  1989,  p.  2  (FBIS-SOV-894)86,  May  8. 
1989,  p.  83). 
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I 
I 

I  I  liad  «i  uncle  in  tlie  miiolecale  and  eupply  Inieinei  who  said,  *To  | 

I  be  a  good  ealeaman,  you  need  a  anart  buyer."  A  univemd  onnidaint  of  | 

I  the  Soviet  defiMiee  pcoducen  k)  that— unlike  the  nubtaiy  bujwr— their 

I  civilian  cuetomate  ^  not  know  what  they  want.  The  deputy  minietar 

I  of  Madune  Buil&iC  oontylaiaed:  “Scunething  elee  abo  cauaae  otmoerm 

I  leadere  of  tiw  agroinidaetrial  complex  have  no  dear  idea  Umb  own 

reqmrMnente—vdiat  kind  of  eqfuqmimt  ki  needed,  vdien,  and  in  udud 
quantity.”*  Tlua  view  wae  repeated  with  omcrete  detail  fay  the  deputy 
diid  of  the  Main  Scientific  Tedmkal  Diieetoiate  the  Miniatiy 
of  Radio  Induetiy: 

By  1995  we  muet  produce  1000  tut  heeeiag  eyetems.  UnfiMtuiiately, 
p  this  work  is  boiif  obstructed  fay  Gosegropiom,  ediicb— one  would 

think— should  be  very  interested  in  sudi  equqnnent,  but  vdnch  so  fin 
hss  not  svm  snbnikted  technics!  qwdficstions,  not  to  mention 
engineerinf  documMitstion.*’' 

Late  demands,  incomplete  qiecification,  and  wildly  erratic  quantities 
are  other  conqilaints  leveled  against  dvilian  customets.  Thus,  a 
^  characteristic  of  the  defense  supply-draiand  relationship  that  has 

helped  it  to  perform  satisfoctorOy— having  direct  relations  with  a 
knowledgeable  and  demanding  customer— is  often  denied  to  the  sup¬ 
plier  of  civilian  equipment,  with  deleterious  consequences. 


Defnme  Industry  Wagns  and  Labor  QnaUty 

Wages  and  labor  relations  in  defense  industry  present  a  mixed  pic¬ 
ture,  with  some  Soviet  analyds  and  managers  deecribing  hi^ldy  paid 
workers  with  many  additional  imivileges,  edieieas  others  portr^r 
equivalmit  pqr  and  working  conditions  in  ddiniae  and  drilian  jobs. 
Evidently,  the  situation  is  not  uniform.  Neverthelees,  since  niid-1968, 
hi^-level  managers  and  political  represent  ativee  have  made  a  point  of 
enunciating  a  ctmversion  labor  poli^  in  whidi  defense  winters  would 
not  suffer  from  a  transfer  to  dvilian  production.  laeuKng  this  effort 
has  been  the  MllHaiy  Indimtrial  Commission,  supported  and 
encouraged  by  the  Party’s  defense  dqmrtinent  and  the  new  legislature. 

In  bis  June  1969  aocqrtance  speech  to  the  Supreme  Soviet  ftdkwing 
his  renomination,  VPK  bead  Beknmov  declared  t^t  a  mqjor  pdnt  of  his 
inogram  would  be  "to  not  permit  any  tendon  in  sodal  questkms  at  rater- 
prisee  ediere  the  partial  converdon  of  military  production  will  tain 


"BM. 
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pteos.*^  Thn,  in  •  1M0  intarvMw,  ht  pltoad  thB  pfoUem  (tf  "todai 

iiiua^«ttiMiHnato«riMtiMMlntMB<tfi»o(ltietaonpnldMnB.  ItwOl 
be  naecMny  to  fanpInoMBt  nMMRUM  to  ranive  lodal  MMM  linkad  wtth 
fOtnAiiii^  ifNKialiits  and  the  inaiiitaauM  Of  aideiy  levde.’^  Letar  in  the 
year,  a  dapaitaiaat  ehief  aaid  that ''additkmal  ftada  auat  be  foond 

foe  compenaating  the  ineaftaibla  loaaaa  in  aalariaa;  anyloyeaa  <rf  dafianaa 
wtaipriaaa  that  havennibarlred  oa  convanion  bring  thia  up  in  a  frank 
mmnar."*  If  ivagaa  an  not  maintained,  ha  dafana,  antaqiriaaa  anil  hne 
valnedwoikan.  Forthaaenaaima,the  VPK  is  alao^xmaoring  job  place- 
mant  and  rstraining  inogiama. 

Tliia  VPK  viair  is  consistent  with  the  pdky  piefriences  signsassd 
by  (hpotiss  of  the  Siqineme  Sovid  ddbnas  eommittss,  who  atresssd  the 
inqKwtance  of  “diiMting  oonvenkm  in  a  way  that  will  not  wMsen  the 
material  positkni  of  perawind  working  in  ddbnse  industry.’*’* 

Party  secretary  Baklanov  has  made  the  social  and  woridng  condi- 
tione  of  dalbnae  industry  a  central  pmnt  of  hia  many  visits  around  the 
country.  Baklanov  has  been  ^mpmigning  to  stimulate  local  aohirione 
to  wwkers’  demands  rather  than  having  enterprises  rely  on  central 
programs.  Hounng,  schools,  kindergartens,  and  consumer  goods  have 
been  the  focus  of  hie  attmition,  even  ihore  than  defense  productkm 
itself.  *Main  attention  during  the  party  Central  Committee  secretary’s 
meeringi  with  the  Volga  people  was  devoted  to  eradicating  this 
dangerous  distOTtion~the  serious  and  ingraiimd  backwardness  of  the 
social  and  consumer  conditions  in  which  the  aircraft  buUders  (and 
other  workers]  lived  and  worked.””  Part  of  this  effort  is  the  contribu- 
tkm  of  defense  plants  toward  production  of  consumer  goods  for  their 
own  use  and  for  regioiud  distribution.  The  party  secretary  has 
empheaiaed  that  conversion  itself  can  go  a  long  way  toward  iaqnoving 
the  converted  workers’  lives. 

As  noted  above,  the  wages  and  woi^mg  conditions  of  defnise  work¬ 
ers  appear  to  be  quite  vari^  For  example,  in  the  Ministry  of  hfedhun 
Machine  Building,  *It  is  eagy  for  machine  builders  to  swit^  gears,  and 
as  frff  as  reanmeration  fw  lifeor,  wt^ms  of  a  military  plant  did  not 
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*Hia«al  of  RaapoaaMBqr,*  IVaoda  BapI— tw  16.  1989,  p.  8  (Fn8-SOV49-196, 
Oe«alMrl3,1988,p.64). 


49 


hftv«  any  adinntagaa  at  alL”** ***  In  a  iQond-tdble  diacuBaion  with  thne 
dafenae  induatiy  managara,  an  intaiviewer  took  paina  to  undarmine  the 
eonuBon  nothm  higher  defonae  w^pan 

Under  the  influence  at  ntoviee  end  a  certain  kind  of  litentaie,  many 
people  have  dnndaped  the  improenon  fliet  emkm  and  employeee  (d 
defoiae  induetiy  mteiiMriaea  rake  in  financM  and  aoeiid  benefita 
ueiai  the  ahtoud  of  eeciacy  and  flu  lack  of  public  control  Dw’t 
bold)*  ia  a  eethiua  iame.  Ho«r  true  ia  it?  le  the  fear  of  hieing 
pfMlefea  gmng  to  be  an  obataele  to  convaraion?’* 

The  managara  thorou^dy  agreed  with  the  inqilkation  of  the  question, 
that  defense  induatiy  wages  wme  not  hi^d^r,  saying  that  the  average 
monthly  aalarios  at  thm  entnpiiaee  in  Moscow  were  only  228  rublee, 
229  rubles,  and  224  ruUes.  Concmming  social  henefits,  one  said: 
'Threiything  was  sunk  into  maduneiy,  production,  goods,  and  the 
human  &ct<»  was  not  taken  into  account ...  It  is  the  customer  who 
had  umeatricted  credit  lines— our  budgets  were  ti^t.  Khoznuchet  and 
conversion  will  hdp  our  collecttves  to  better  solve  social  pndilffinas  and 
retain  personneL”*” 

An  ecmuHnist  noted  that  f(»  oidinaiy  workers,  technical  personnel, 
and  scientiats  of  defense  enterprises, 

convwmkm  does  not  contribute  a  particular  threat  Practically  all  the 
advantagea  in  pay,  aociid  privUages,  and  ao  forth,  which  they  had 
10-16  years  ago,  have,  in  effect  disqqieoied.  The  average  kml  of 
pay  at  Moscow  defense  plants  in  macMne  building  is  now  practically 
eq^  to  the  average  level  of  this  branch  of  industry,  qiproziinateh 
2%  rubles  per  month.** 

Not  only  has  the  advantage  accruing  to  defeime  workers  vanished,  but 
oertdn  dfeadvantages  have  risen  in  relative  importance.  The  negative 
aspects  of  work  in  the  defense  complex  include  “the  system  of  secrecy, 
strict  disch>line,  and  touih  control  over  product  tpudity.*^ 

A.  S.  bgyev,  edio  was  quoted  eariier  on  dMbnse  indwtiy  inefficiency, 
alao  deacribed  the  equalisation  of  wage  rates,  which  in  the  past  were 
schstautially  hi^ier  in  the  defense  aector.  The  hiid^r  leqponinlnlity  of 
defense  woidwrs  for  quality  woA  without  owqwnsating  wages  and  the 

**V.  Roaauiyak,  "Miriaiya  Chsngn  tlw  Progwun,"  Itimtiam,  April  3,  1969.  p.  2 
(FBIS>80V-894)7S.  Apcfl  U,  1989,  p.  86). 

***Hew  to  Baa*  SimdB  into  PVingtiihsiss,'  Motkev^taya  Praoda,  Maidi  21,  1989, 
p.  1  <fBIS4K)V-99089,  AptU  12, 1989,  p.  53). 
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**A  ferumev,  *CoBVMaiaa?  Coovwwon!  Comersioa  ...,*'  Utmtunaya  Gsscto  July 
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hire  of  cooperatives  were  causing  a  steady  outflow  of  skilled  workers 
from  defense  enterpriees." 

Not  everyone  agrees  with  tlwse  aesessments  of  equalization  of 
defense  and  nondefense  wages.  A  (tepartment  chief  of  the  Tatar  Gos- 
plan  qxike  of  the  difficulties  eiqieriettced  hy  defense  industry  workers 
in  the  process  of  ctmversion. 

It  is  artncndmaiily  difficult ...  to  alter  the  psychology  people 
working  for  the  Amy  azud  raceiviog  wages  1-1/2  to  2  times  hi^er 
than  tfewe  of  thcor  coUeaguee  in  the  regular  branches,  along  with 
various  other  benefits. . . .  Many  industries  have  to  th^  first  and 
forenKMt  bow  to  keq>,  and  not  loae,  qualified  workers.* 

An  economist  writing  in  Pravda  confirms  the  existence  of  this  problem: 
"Once  high  technol<^  defense  plants  start  producing  consumer  goods, 
they  start  lonng  their  skilled  work  force.”^  And  according  to  a  deputy 
minister  of  defense  industry,  after  conversion  plans  were  miopted  to 
produce  new  types  of  equipment,  “from  the  workers  we  get  letters 
rigned  by  the  committees  of  labor  collectives  and  worker  delegations: 
We  will  not  do  it;  it  is  difficult.”^* 

This  selection  of  statements  suggests  that  high  defense  industry 
wages  and  other  benefits  are  not  universal;  still,  on  the  average,  th^r 
are  almost  certainly  higher  than  in  iii^t  industry.  Nevertheless,  the 
differentials  amiear  to  narrowing  and  may  not  be  as  effective  as  in 
the  past  in  attracting  and  keeping  labor  in  defense  enterprises,  eqre- 
cially  with  the  much  greater  opportunities  to  he  found  in  the  cocqrera- 
tive  sector. 

In  the  mid-1970e,  we  began  to  hear  comments  that  better  qualified 
technical  pec^le  were  avoiding  defense  industry  because  tiie  constraints 
inqroaed  by  secrecy,  travel  restrictions,  and  inability  to  publish  in 
scientific  and  technfeal  journals  were  not  sufficiently  compensated  by 
wages  and  nonpecuniary  inconw.  As  hmising  and  other  elements  of  liv¬ 
ing  standardi  improved,  and  as  moonlighting  oi^rtunities  and  now 
the  cooperative  movement  raised  incomes  elsewhere,  the  higher  wages, 
bonuses,  and  benefits  of  defense  industry  looked  less  attractive. 
Althou^  this  phenomenon  was  being  discussed  in  the  early  1970s,  it 

*A.  bsyw,  IMinm  and  the  DafniM  BnuebM,”  Kommunist,  Maich  1968,  p.  14 
(JPltS-UKO-8»4>ll,  JuM  13, 1968,  p.  14). 

*D.  Kkov,  "Simdi  Into  PtoushaharM:  How  ttaa  Dataiaa  Brancbat  An  Making  the 
'franiition  to  Paaeaftil  Production,’'  S^$kaya  Zhan,  Augwt  1, 1868,  p.  2  (FBIS-SOV-88- 
166,  Anguat  14, 1968,  p.  116). 

*A  Kimnv,  If  Paaca  Won  to  Brook  Out . . .  Rafloctiona  on  Diaomianmit  Enmom- 
ka,”  IVaodo,  Saptanbor  13, 1868,  p.  4  (FBI8-8OV-^180,  Soptondwr  19, 1968,  p.  1). 

"V.  Bykadorov,  "On  Paooafol  Convayora,'  Sebbsow  Zbizn,  August  15,  1968,  p.  2 
(FBIB-SOV-ae-l^  August  23, 1988,  p.  101). 
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did  not  aeem  to  be  inqiortant  raough  to  be  other  than  stnnething  to  be 
tracked  in  the  fiituie.^^  The  future  has  now  arrived.  If  civilian  produc¬ 
tion  in  defense  plants  reduces  either  worker  nu>rale  or  income,  the  out¬ 
flow  of  labor  could  be  e^>ected  to  increase.  This  outcome  was 
des<^bed  as  already  occurring  by  the  head  of  the  aviation  minisriy: 

We  have  already  come  ig>  against  a  number  of  serious  difficulties, 
and  I  oonridei  the  cirire  issue  to  be  paramount  among  them.  It 
<qipears  that  a  traiuition  from  most  convex  production  to  siinple 
articles  also  has  a  painhil  effect  on  people’s  interest  and  pride.  An 
outflow  of  skilled  cadres  has  begun  in  places,  with  some  of  tiiem 
going  to  cooperatives.^ 

This  is  peiluqM  an  important  reason  behind  Belousov’s  emphasis  on 
the  social  welfare  of  defense  workers. 

There  now  appears  to  be  a  general  acceptance  by  managers  within 
defense  industry  that  measures  must  be  taken  to  maintain  worker 
morale  and  stem  the  outflow  of  an  experienced  work  force.  As  a  lead¬ 
ing  aviation  designer  told  me,  "Our  best  people  are  going  to  coopera¬ 
tives,  not  the  ones  we  would  like  to  get  rid  of.”  Evidently  defense 
industry  managers  are  expecting  <»ntral  government  solutions  to  this 
problem.  This  view  is  implicit  in  the  statement  of  the  Minister  of 
ShipbuUding:  *It  is  only  natural  that  economic  normatives  would  be 
changed  accordingly  as  a  result  of  radical  changes  in  production  pro¬ 
grams.”^  However,  party  secretary  Baklanov’s  attempts  to  stimulate 
enterprises’  own  efforts  may  be  an  indicator  that  central  solutions  will 
not  be  forthcoming,  and  that  it  vrill  be  necessary  for  defense  managers 
to  solve  their  conversion  problems  through  local  initiatives.  If  so,  this 
policy  will  require  a  radical  reorientation  in  the  iq>proach  of  defense 
industry  maiu^rs  who  have  been  protected  from  tte  many  problems 
of  the  ^viet  economic  system. 

Enterprise  Inoentivee 

Soviet  defense  industrial  organizations— from  research  institute  to 
series  production  plants— were  financed  (until  1989)  from  tlm  state 
budget.  'These  organizations  did  not  depend  on  sales  or  profits  to  cover 
the  costs  of  their  activities  or  their  investments.  However,  they  rould 
earn  profits— the  difference  between  their  financial  remuneration 

^AiUnu  i.  Atexander,  Decitionmaking  in  Soviet  Weapont  Procurement,  Adelpbi 
Pepn  147-14a,  IISS,  London,  Winter  laTS-lSTa,  p.  22  end  Note  146,  p.  60. 

Grishchenko,  "COTvermn:  An  Inside  Vtew,”  EkononMteekaya  Gaieta,  No.  21, 
May  1686,  p.  16  (FBIS-SOV-ge-lOO,  May  26, 1966,  p.  86). 
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(piwing  from  tho  bndgrt  to  tiMir  aoeounti  in  dw  state  bank)  and  their 
ooets.  Out  the  piofita,  economic  orfcmiations  couk)  devote  qiedlEnd 
Mnounte  to  earkius  orsanaatknud  aetmtiee— both  productive  (e.g., 
KftD)  and  social  (04;.,  qMrtments).  Eaeem  profits  neie  paid  bock  into 
the  bndipt.  Any  feasm  nould  be  made  19  from  planned  budget  eapen- 
diturm  (tat  *idanned  loss”  entmprises)  or  from  bank  loans.  Sales, 
rsvemies,  and  profits  were  not  of  vae^  coimem  to  defimse  managers; 
somdMw  their  needs  would  be  covered  and,  on  the  average,  diey  wme 
oovmed  quite  woU. 

This  inetiue  began  to  change  in  1989  m  defense  enteii»ises  initiated 
a  transfer  to  a  profitability  standard:  fell  economic  accounting  and 
self-financing  or  khwatcheL  Althoo^  this  transfer  is  not  planned  to 
be  conqdeted  until  the  end  of  1990,  the  relative  profitability  of  civilian 
versus  defense  sales  is  becoming  a  key  motivating  fector.  In  the  past, 
the  customer  could  inqwee  low  profit  rates  and  often  call  for  a  price 
that  would  not  even  cover  costs.  This  was  acceptable  to  an  enterprise 
director  edm  did  not  care  about  the  smirce  of  his  revenues,  but  with  the 
introduction  of  a  profit-baaed  accounting  system,  these  past  practices 
are  being  challenged,  and  relative  profital^ty  is  in  a  state  of  flux. 
Undm  khturaadtet,  large  profits  can  directly  benefit  an  enterprise  and 
its  personnel,  althouidi  the  many  continuing  restraints  on  enterprise 
autimomy  severely  limit  the  value  of  ruble  profits.  Nevertheless,  it  is 
still  better  to  earn  a  profit  than  a  loss— that  is,  profits  nutter. 

What  then  is  the  profitolnlity  of  conversion?  In  oxu  production 
association  in  the  Ministry  of  Machiiu  Buildin^^  profitability  of  con- 
sunur  goods  is  21-22  percent,  edureas  in  defimse  output,  *^rofits  are 
much  hmer.”^  In  Medium  Machine  ^lilding,  a  reporter  conuiwnts: 

Wholsssls  prioM  for  militsiy  prodoets  set  in  our  country  are,  putting 
H  jdsinly,  synibolic;  they  an  not  in  line  with  actual  outlays.  Para¬ 
doxical  as  it  is,  your  expensive  goods  actually  turn  out  to  have  a  low 
profit  margin.  Starting  up  the  production  (of  civilian  goods],  which 
have  a  high  profit  margin,  will  allow  defense  industry  enterprises  to 
gmerate  mme  profit^ 

A  defense  manager  commented,  *lt  is  diffemh  to  understand,  but  the 
price  for  gcdd  from  our  ministry  was  set  at  a  substantially  lower  level 
titan  frmn  non-defense  extractive  industry  rntterprises.”*''  Isayev  notes 
that  the  monopsonfet  defense  customer  can  inqwee  a  very  low  {nice 
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that  doM  not  allow  for  the  pn^talnlity  of  production;  and,  he  adds, 
"Today,  tlda  occuta  quite  oftMt.”^ 

On  the  other  tide  of  the  lucture,  many  defenee  enterjmeeg  have 
moved  into  civilian  production  with  some  trepidatum.  VPK  chairman 
Beloaaov  noted  refoaale  of  defonae  enteipriaea  to  conclude  contracta, 
long  delaya  in  atarting  production,  and  laga  in  the  aaainrilation  of  new 
^qwe  of  iModuet^  An  ecoiKmiiat  deaeribed  the  leqionae  to  converaum 
in  diamal  terma:  “So  for,  civilian  production  haa  bm  accepted  by  the 
country’a  militaiy-induatrial  conq^  aa  aeoondary,  imponedj  and  tmn- 
pmaiy.*^  Defonae  managera  themaelvee  cite  a  long  liat  of  reaaona,  in 
additicm  to  thoae  diaruaaed  above,  tot  their  reluctance  to  move  into 
civilian  woA:  the  barriera  erected  by  aecrecy,  the  poaaible  decline  of 
worker  attitudaa  toward  quality  in  their  main  defonae  linea  aa  they 
adqit  to  civilian  norma,  and  the  diaincentrvea  of  price  aetting  pro- 
ceduraa  tox  new  i»oducta.  The  director  of  the  Molniya  madiine  build- 
ii^;  plant  aummaiiaed  hia  fruatrationa  by  reeling  off  a  liat  of  obetadea 
facing  enteipriaea  contemplating  converaion: 

Sooner  or  later  the  entopriae  will  encounter  proUema  characteriatic 
of  civilian  induatriea.  They  are  already  becoming  ipparent,  foat  of 
all  in  the  onaettled  priee-oetting. . . .  llie  infomoua  gioaa  production 
iiuhcator,  atpenae  orientation,  and  diCScufoea  in  materiid-techn^ 
auppiy  atimd  in  the  way.  Material  driiveriea  are  made  throud^  prior¬ 
ity  proceduiM  when  duriSanae  producta  are  manufactured.  Now  aiqiply 
prdblema  will  aiiae  aa  ia  cuatomary  for  “civiliana.”** 


We  are  already  aeeing  complainta  of  the  hi^  coeta  of  civilian  goods 
produced  by  defonae  industry.  After  only  six  months  of  involvement  in 
food  processing  equipment  the  State  Committee  for  Prices  was 
requeued  to  analyze  sharp  pike  increases  on  a  long  list  of  items.” 

Some  early  losses  from  conversion  were  to  be  erqpected,  as  it  took 
time  to  master  new  production  lines  and  different  piodhxts.  The 
Soviet  political-economic  system,  however,  in  its  traditional  appeal  to 
‘harte,”  demands  everything  at  once — conversion,  investment,  output, 
profits.  As  a  result,  a  tzanution  period  to  properiy  piepere  for  mejor 
disnqrtive  change  and  the  provision  of  capital  to  finance  such  change 
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have  been  made  available  only  with  great  reluctance.^  The  financial 
incentives  for  conversion  have  therefore  tended  to  be  rather  negative. 

The  Molniya  plant  of  the  Medium  Machine  Building  Ministry  foimd 
that  it  was  losing  money  on  its  conversion  to  dairy  equipment  produc¬ 
tion.^  One  problem  was  that  the  planned  increase  in  wholesale  trade 
had  not  taken  place,  and  the  provision  of  supplies  was  fitful.  Direct 
contracting  with  other  plants  most  often  deal  with  the  market  power  of 
monopoly  siqipliers  who  can  chai^  exorbitant  prices.  Hard  currency 
is  not  available  for  foreign  purchases,  and  comprehensive  plans  have 
not  been  concluded  for  domestic  production.  The  manager  of  the 
Khrunichev  aviation  plant  who  described  these  supply  problems  called 
for  a  VPK-like  civilian  organization— a  "special  center  that  will  be 
engaged  in  economic  relations  between  defense  and  civilian  plants.”^ 

The  Khrunichev  manager  also  revealed  that  although  high-level  pol¬ 
icymakers  "charged  us  not  to  forget  about  the  needs  of  the  people,  still 
everyone  secretly  understood  that  they  are  not  the  main  thing  for 
defense  industry  interests.”^  This  sentiment  has  found  echoes 
throughout  the  defense  industrial  sector.  In  Belorussia,  certain  defense 
industry  leaders  "regard  consumer  goods  as  something  secondary.”^*' 
An  analyst  fitom  an  Academy  of  Sciences  research  institute  opines  that 
"civilian  production  will  never  have  priority  in  defense  enterprises  that 
remain  within  the  framework  of  the  military  complex. . . .  Can  we  say 
that  the  quality  of  refrigerators,  television  sets,  washing  machines,  and 
vacuum  cleaners  produced  in  military  plants  satisfies  us?”^  This  senti¬ 
ment  was  reinforced  by  Party  secretary  Baklanov:  "We  should  not 
delude  ourselves  here.  We  must  always  remember  that  we  are  re^n- 
sible  for  defense  above  all.”^^ 

Since  civilian  production  requires  the  tireless  pursuit  for  supplies,  the 
identification  of  users  and  their  demands,  and  some  control  over  cost,  it  is 
not  surprising  that  defense  industrial  managers  prefer  the  more  secure 

‘^The  tteU  budcet  for  1990  allocates  R4  billion  for  conversion  purposes.  “On  the 
USSR  State  Budiet  for  1990  and  the  Implementation  of  the  1989  Budget,”  Izvestiya, 
Sqrtember  27,  1989,  pp.  4-6  (FBIS-SOV-^-lS?,  September  28, 1989,  p.  39). 

Romanyuk,  “Molniya  Changes  the  Program,”  Izveztiya,  ^ril  2,  1989,  p.  2 
(FBIS-SOV.89-073,  AprU  18, 1989,  p.  86). 

Zakharchuk,  “The  Post  Office  Box:  A  View  from  Inside,”  Sotiialittieheaki^ 
Induztriya,  May  23, 1989,  p.  2  (FBIS-SOV-89-107,  June  6, 1989,  p.  63). 
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1989,  p.  100). 
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world  of  defense  orders,  even  if  these  are  more  demanding  in  some  dimen¬ 
sions.  This  attitude  was  summed  up  in  a  journalistic  investigation  of  the 
defense  production  ministries’  response  to  conversion: 

Increasing  the  volume  of  production  of  consumer  goods  holds  no 
promise  for  the  managers  of  defense  industry  plants.  They  receive 
their  salary  by  virtue  of  their  main  products  [i.e.  military  output], 
and  they  are  primarily  responsible  for  them. . . .  They  still  prefer  to 
ask  and  wait,  when  you  now  have  to  search  and  run  ahead  of  your¬ 
self." 

In  explanation  of  this  situation,  a  shipbuilding  executive  referred  to  the 
habits  engendered  by  defense  procedures:  “Allocation  reigns  here. 
This  circumstance  has  spoiled  us,  and  it  has,  putting  it  bluntly,  alto¬ 
gether  corrupted  our  trade.”^^  A  representative  from  the  Ministry  of 
Trade  confirmed  these  attitudes  when  he  complained  of  his  fruitless 
attempts  to  get  representative  products  for  a  trade  show:  “We  have 
been  chasing  representatives  of  industry  for  weeks  now.  We  have  been 
unable  to  drag  them  to  the  fair  even  with  the  help  of  ministers.”^^  The 
chief  engineer  of  a  Department  of  Consumer  Goods  (note  the  creation 
of  this  new  directorate)  in  the  Ministry  of  General  Machine  Building 
responded  to  the  plaintive  cries  of  the  Trade  Ministry  with  his  own 
confession  of  impotence:  “The  plants  have  become  out  of  line.  They 
are  out  of  control  now.  There  has  been  no  response  to  all  our  calls  and 
telegrams.”®^ 

A  customary  Soviet  approach  to  such  situations  is  through  agitprop 
and  campaigns.  The  frequent  trips  and  public  appearances  of  Bak¬ 
lanov  and  Belousov  are  a  visible  part  of  this  effort.  The  attempt  to 
inculcate  new  values  through  repetition  and  rhetorical  emphasis  is  a 
campaign  technique  now  being  applied  for  the  benefit  of  conversion. 
The  voices  of  past  campaigns  echo  through  a  speech  of  Politburo 
member  Ligachev: 

The  leaders  of  all  defense  complex  ministries  have  not  been  equally 
responsible  and  party-minded  in  their  approach  to  fulfilling  the  party 
Central  Committee  and  govenunent  decisions  on  creating  a  modem 
food  industry. . . .  We  believe  that  the  ministries  will  draw  the 
correct  decision  from  the  criticism.  It  is  time  now  to  inculcate  in 
defense  industry  collectives  a  respect  for  output  intended  for  citizens 
at  large." 

"l.  Klimenko,  “Defense  on  the  Defensive,”  SoUiaUgtichetkaya  Indiutriya,  September 
21, 1989,  p.  2  (FBIS-SOV-88-191,  October  4, 1989,  p.  103). 
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Vn.  CONSEQUENCES  OF  CONVERSION  FOR 
CIVILIAN  PRODUCTION 


THE  CONVEBSION  CAMPAIGN 

The  Militaiy  Industrial  Commission,  in  October  1989,  evaluated  the 
defense  industries’  contribution  to  the  agroindustrial  con4>lex.  VPK 
head  Belousov  summarixed  devel<q>nmnt8  noting  that  ’’the  defense 
conqilez’s  attenq>ted  marriage  with  science  and  practical  needs  is  turn¬ 
ing  sour.”^  This  ^oomy  evaluation  of  the  first  two  years  of  conversion 
experience  was  boUi  predictahle  and  inevitable,  given  the  initial  hi|d> 
expectations  and  the  absence  of  any  other  teal  change  in  the  Soviet 
economy. 

The  one  clear  political  focus  of  conversion  is  the  turning  away  fiom 
defense  and  industrial  investment,  with  a  shift  in  leadershq)  preferences 
toward  consumer  welfare.  Virtually  all  of  the  targets  of  conversion  point 
directly  to  consumer  goods  or  to  the  machinery  and  technology  for  pro¬ 
ducing  them.  In  contrast  to  much  of  the  rhetoric  supporting  consumer 
welfare  of  the  past  20  years,  rhetoric  is  now  matched  by  policy  and  imple¬ 
mentation. 

Unfortunately  for  the  success  of  conversion,  implementation  follows 
classic  Soviet  lines:  large  transfers  of  resources  directed  by  a  campaign 
approach  to  mcdiilizing  energies  and  managing  details.  The  conversion 
campaign  has  not  even  had  the  benefit  of  the  integration,  imperfect  as 
it  may  be,  of  the  classical  Soviet  planning  system.  The  process  has 
had  to  wiy  largely  on  campaign  stimulation  and  local  initiative,  with 
little  in  the  way  of  either  centralized  structure  or  well-tuned  incentives 
to  siqn>oft  management  actions. 


CONVERSION  AND  THE  ECONOMY 

The  absence  of  coorcUnation  is  felt  by  defense  managers  in  two  ways: 
There  is  no  ccmvertion  plan  and  no  civihan  VPK.  The  reduction  of  mili¬ 
tary  eq^ditures,  the  transfer  of  Minlegpishchmash  plants,  and  the 
several  plans  for  involving  defense  industry  in  civilian  output  were  all  put 
forward  without  an  integrating  overall  plan.  In  the  first  years  of 
Gorbachev’s  economic  peratroiha,  such  an  approach  may  have  appeared 
viable  as  economic  policies  then  called  for  the  growing  importance  of 

'TASA  Oetobw  11. 1989  (FBlS-SOV-89-196,  Octobw  12, 1989,  p.  92). 
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wholesale  trade,  the  reduction  of  central  planning,  the  reform  of  prices,  a 
heigditened  role  for  profit  incentives,  and  a  sharp  reduction  in  ministerial 
authority  and  other  centralized  management  practices.  If  those  policies 
had  been  successfully  implemented,  a  decentralized  approach  to  conver¬ 
sion  may  have  succeeded.  However,  none  of  these  policies  have  proceeded 
accordii^  to  plan:  It  is  not  an  exaggeration  to  call  them  still-born.  With 
the  fidlure  to  implement  the  economic  policies  of  perestroika,  a  decentral¬ 
ized  ^proach  to  conversion  was  handicapped  from  the  start 

A  good  deal  of  coordination  in  the  defense  q[>here  was  handled,  not 
by  detailed  central  plans,  but  by  the  VPK  and  by  the  Party  ipparatus. 
Hurough  the  creation  of  sipply  pyramids  and  VPK  decrees,  aU  partici¬ 
pants  in  R&D  projects  and  production  knew  their  assignments,  regard¬ 
less  of  organizational  affiliation.  These  assignments  were  backed  tp  by 
the  political  authority  of  the  VPK  and  the  Party.  Such  coordination  is 
sadly  missed  by  defense  managers  who  have  been  thrown  into  the 
unplanned,  uncoordinated  maelstrom  of  civilian  production. 

These  hapless  managers  are  further  hindered  by  imposed  inflexibil¬ 
ity,  reducing  their  ability  to  adapt  to  circumstances.  Ministerial  con¬ 
straints,  organizational  fragmentation,  poorly  developed  financial  and 
suiply  markets,  and  the  power  of  montpoly  producers  impinge  on  the 
managerial  discretion  of  enterprises. 

Furthermore,  both  managers  and  workers  often  do  not  want  to  shift 
to  civilian  products,  which  are  neither  as  glamorous  nor  as  technically 
challenging  as  defense  goods.  Both  managers  and  workers  can  lose  pay 
and  bonuses  if  they  convert.  And,  undoubtedly,  the  work  can  be  more 
difficult  and  frustrating— not  in  a  technical  sense,  but  in  getting  the 
job  done  in  an  uncooperative  economy. 

Whereas  defense  producers  had  long-standing  and  often  intimate 
ties  witii  their  defense  customers,  who  were  both  knowledgeable  and 
powerful  buyers,  their  understanchng  of  civilian  requirements  is  often 
quite  poor.  All  of  the  problems  arising  from  the  separation  of  producer 
^m  user  in  the  Soviet  economic  system  are  repeated  here,  with  the 
actional  complication  of  new  assignments,  new  suppliers,  and  new 
products.  Although  many  defense  producers  are  activety  attempting  to 
generate  better  information  on  the  needs  of  their  customers,  others  are 
resorting  to  the  simpler,  customary  expedient  of  waiting  for  the  orders 
to  arrive  and  then  producing  according  to  the  letter  of  the  contract 
without  any  real  understanding  of  actual  needs. 
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THE  RETURNS  FROM  CONVERSION 

As  defense  enters  the  civilian  world,  it  confronts  all  of  the  usual 
problems  plus  additional  ones  created  by  the  rush  toward  conversion 
and  a  partly  reformed  economy.  Supply  uncertainties  and  weak  ties 
between  producer  and  user  are  the  first  and  most  obvious  conse¬ 
quences.  High  prices  resulting  from  the  defense  plants’  penchant  for 
high-tech  solutions,  from  the  expensive  capital  equipment  and  labor, 
and  from  lack  of  experience  in  new  product  lines  also  mark  defense 
output. 

There  will  not  be  a  ruble  for  ruble  transfer  from  defense  to  civilian  out¬ 
put.  The  efficiency  of  transfer,  especially  in  the  short  run  of  perhaps  five 
years,  will  be  considerably  below  100  percent.  In  addition,  supplementary 
resources  will  be  needed  to  implement  conversion,  with  the  first  contribu¬ 
tion  of  R4  billion  explicitly  acknowledged  in  the  1990  budget. 

Real  resources  are  being  reallocated,  however.  Competent  technical 
and  production  people  have  been  given  new  responsibilities;  they  are 
struggling  to  find  the  right  products  and  searching  for  the  real  users.  As 
usual,  the  Soviet  manager  has  been  given  an  impossible  task,  and  with 
intelligence,  energy,  and  native  vnt  he  is  marching  forward  in  the  latest 
campaign.  As  long  as  the  political  spotlight  and  high  leadership  focus  can 
be  maintained  on  conversion,  the  efficiency  of  resource  transfer  will  be 
stimulated.  As  attention  shifts  to  the  next  campaign,  energies  will  start 
to  flag,  but  the  benefit  to  the  consumer  sector  will  probably  persbt  as  a 
result  of  real  political  change  and  resource  reallocation. 

Civilian  output  will  benefit  in  the  short  run  from  the  use  of  the 
high-quality  resource  base,  experience,  and  management  practices  built 
up  under  the  regime  of  defense  industry  privilege.  It  will  also  benefit 
in  the  longer  run  from  the  absolute  reallocation  of  resources.  To  the 
degree  that  reallocation  reduces  the  tautness  of  planned  supply,  it 
could  ameliorate  the  endemic  supply  uncertainties  facing  civilian  indus¬ 
try,  but  Soviet  planners  are  unlikely  to  relax  their  push  for  output 
quantities  greater  than  the  system  can  accommodate.  Over  the  longer 
run,  the  deep  systemic  problems  of  the  Soviet  economy  will  impose 
themselves  on  the  defense  industry’s  production  of  civilian  items.  We 
are  already  hearing  high-level  complaints  of  unfulfilled  defense  indus¬ 
try  production  of  civilian  output:  delays  in  macaroni  lines  in  aviation, 
of  jam  equipment  in  shipbuilding,  and  of  AIDS-related  medical  supplies 
from  the  electrical  equipment  industry.^  The  continued  commitment  of 

^I.  S.  Belousov,  “Toward  the  CPSU  Central  Conunittee  Plenum,”  Pravitebtvenny 
Vutnik,  No.  4,  February  1989,  p.  2  (JPRS-UMA-88-011,  May  16, 1989,  p.  64).  “Mult^le 
Iitjections,”  Sovet»k«ya  Ro$$iya,  May  6,  1989,  p.  2  (FBIS-SOV-88-098,  May  23,  1989,  pp. 
76-77). 
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high-level  managerial  attention  to  civilian  output  will  d^nd  on  the 
persistence  of  the  political  push  behind  the  effort,  and  this  is  very 
likely  to  diminish  over  time.  We  will  thus  find  unfulfilled  plans,  short¬ 
falls,  and  lower  technical  standards  and  quality  levels  than  originally 
contemplated.  Nevertheless,  civilian  output  will  no  doubt  be  increased 
and  improved,  at  a  level  perhaps  that  will  even  be  visible  to  the  aver¬ 
age  consumer.^ 


’An  analysis  of  the  ouqmt  of  consumer  durables  of  defense  industry,  based  on  figures 
released  by  the  journal  Vestnth  StatutUu,  May  1989,  indicates  that  1988  output  was 
about  10  percent  higher  than  in  1987  (in  unweighted,  physical  quantity  terms).  John 
Tedstrom,  “Defense  Complex  Contributions  to  Civiliim  Production:  Is  it  Growing?” 
Radio  Uberty  R^rt,  June  2, 1989. 


vm.  SOVIET  DEFENSE  BUDGETS 


THE  RECENT  BIRTH  OF  THE  DEFENSE  BUDGET 

Financial  incanttves  and  conatrainta  can  be  impoaed  on  the  Soviet 
militaiy  tiirou^  tiie  uae  of  financial  budpta;  and  it  ia  thiou^  auch 
budgeta  that  aggregate  control  may  be  ezetdaed  by  central  authoritiea. 
However,  from  1930  to  the  preeent,  budgeta  have  not  been  a  princbMl 
aource  of  contrd  over  military  expcmdituiee:  They  have  been  an  after- 
the-ftttt  accounting  device  that  followed  the  planning  of  phyaical  pro- 
grama.  Thia  aituation  ia  now  in  the  proceaa  of  being  draatically  altered 
by  the  political  leaderahip’a  new  attention  to  aggregate  eq>enditaree 
and  their  reduction,  by  the  budget  review  and  authorization  proceaa  in 
the  Supreme  Soviet,  and  by  the  tranaition  of  defenae  induatry  to 
khozraaehet  and  the  aubaequent  preaautes  that  thia  will  impoae  on  Min- 
iatry  of  Defonae  financial  reaourcea. 

The  Soviet  defenae  budget  baa  heretofore  been  largely  an  artifect  of 
Weatem  analyaee.  It  baa  now  burat  onto  the  Soviet  scene  and  ia 
becoming  a  principal  tool  in  the  control  of  the  Soviet  armed  forcM. 


THE  FINANCIAL  BUDGET  PROCESS 

Soviet  weq>on  acquisition  and  R&D  have  customarily  been  financed 
throu^  the  Soviet  state  budget  This  process  began  to  change  in  1989 
as  defenae  industry  entered  a  transition  to  full  coat  accounting.  The 
main  dtatinction  ia  that  under  khozraaehet,  firumcing  is  provided 
throui^  an  organization’a  “own  fimds”  (thoee  received  from  the  aale  of 
goods  and  aervices)  rather  than  from  the  state  budget 

Undnr  budb^  financing— prevailing  from  the  early  1930e— financial 
plans  were  drawn  iqr  after  the  woridng  out  of  material  and  labor  plans. 
Acceptance  of  the  production  plan  implies  acoqrtance  of  the  necessary 
budgrt  to  finance  the  monet^  tranafera  associated  with  production 
and  RAD.  According  to  a  textbook  description  of  this  process,  the 
Soviet  government  controls  monetary  expenditures  for  the  material 
siqiply  oi  the  Soviet  military,  whereas  the  Defenae  Miniatry  is  reqxrnsi- 
for  operating  nqwnditures,  maintenance,  and  military  numpower 
erqrmdituree.*  That  is,  the  budget  for  we^  x«  acquitition  was  aatigned 
to  other  governmnrt  agenciee— not  to  the  Miniatry  of  Defense.  The 

73Mb  (ed.),  Wnmuy  SSSB,  flneiwy.  1971,  Ql  25,  See.  4,  “BipwidtUifw  tot 
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IHtiwimatoiy  RSQ  biUum  figOM  «ttrfl«tied  to  defimse  in  rtoent  yean 
haa  bean  tiie  <»Iy  budfaC  adminktoied  by  the  Defianae  Minis- 

tty,  and  it  did  not  induds  weapon  pioeniement  and  RAD. 

Apimipridions  from  the  state  bndfst  aie  made  to  enteiprises,  pio- 
ductioD  asaoriations,  inadtutaraa,  and  othw  economic  organisations  for 
apedfied  pinpoaos  planned  i»C}eets  such  as  weqmn  prodoctkm  and 
RAD.  The  bfinistiy  Finance  mid  its  rapddk  and  local  afMicies  per- 
fonn  the  prindpal  routine  wc^  of  bu^^et  implementation.  Theee 
financial  agmicies  *are  concerned  about  the  uninterrupted  finandng  of 
programs  envisaged  in  the  bm^et,  idiile  they  dao  take  into  account 
actual  fidmiment  of  i»oductioe  and  financial  plans.”*  (teganixations 
usuaRy  aaonme  the  li^  to  apend  the  budget  fiinds  from  the  mmnent 
of  budget  approval,  but  ftnmdly  this  ti|^  is  authorized  only  on  the 
basis  of  opening  of  budget  credits.  The  Finance  Ministry  opens  credits 
for  the  account  ot  mtmpriaes  and  other  (uganisations  at  the  State 
Bank  (GoAank),  oithm  on  a  quartmly  basis  aoomding  to  the  plaimed 
rate  of  eqiendituies,  or  tqion  evidence  of  plan  fulfillment  (delivery  of 
planned  output).  Ahhou^  the  Finance  Ministiy  is  siqipoeed  to  “take 
into  account  actual  fiilfOlment  of  the  production  plan,”  the  schedule  of 
budget  revalues  and  eqpen£tutes  *is  the  princh>al  (qierational  docu¬ 
ment;  . . .  this  m  the  document  financial  agrades  uee  in  opening 
crerfits,  in  fiMticifig  enterprises,  institutions,  and  programs.”* 

The  importance  of  this  budgeting  process  is  that  there  are  virtually 
no  financial  ties  between  buyers  and  sellms.  Indeed  the  very  notion  of 
a  Soviet  “defonse  budget”  among  Western  analysts  has  been  a  reflec¬ 
tion  of  Western  practice  rather  than  Soviet  reality.  The  Defniae  Min¬ 
istry  bad  no  umdvemsnt  at  all  in  the  payment  for  its  hardware  and 
RAD.  It  was  not  allocated  either  a  sin^  aggregated  budget  or 
separate  ”line  item”  accounts.  Financial  matters,  at  a  very  detailed 
le^l,  were  left  to  tiie  technical  specialists  of  the  Finance  Ministry  and 
Godbenk. 

A  poaribb  ez|danation  for  the  two-year  time  lag  between 
Qocbechev*s  announoeinent  that  the  Soviet  defimse  budget  would  be 
piiUiehed  and  the  actual  disclosure  of  budget  figures  is  that  it  took  that 
long  to  conqiile  the  defenae-rdated  mqienditures  from  all  of  tlm 
Firumre  bfinistry  and  Ooabamk  accounts  and  organise  them  into  a 
struetJte  reeemhling  Western  accounts.  This  compilation  process  is 
oondhtent  with  the  revelations  of  Marshal  Akhromeyev  in  a  televiaion 
intmview: 


Ol  as,  Sec.  4,  ‘Tmplenitirinii  of  th»  BuJest' 

*nid. 


Just  think  how  we  eetebliehed  this  budget  of  R77^  Irillkm.  After  sii, 
we  did  not  have  it  as  sudi.  Pieidously.  the  Armed  Forces  were  (mly 

interested  in  whet  they  were  given  for  iqrkeep _ As  fiu  ss  research 

and  development  were  coitoemed,  that  came  under  die  ministries  of 
defense  ii^ustry  sectors.  Nor  did  we  psy  for  series  production 
deliveries.  First  we  had  to  bring  all  this  together.  We  t£d  indeed 
take  as  our  basis  the  U.S.  budget  so  that  we  could  compare.  We  col¬ 
lected  this,  analyaed  it,  and  published  it* 


An  ecoiuiinics  professor  at  the  Lenin  Military-Political  Academy 
also  noted  the  difficulties  involved  in  compiling  the  defense  budget 

Published  figures . . .  reflected  only  a  portion  of  the  overall  qiending 
on  defense,  associated  chiefly  with  the  iqikeep  of  army  persminel,  its 
combat  training  and  housing  and  domestic  siqiport  including  cq^tal 
construction.  Another  portion,  and  moreover  the  larger  one,  was 
scattered  among  a  multibide  of  ministriee  and  agencies  fulfilling  vari¬ 
ous  military  or^rs.  We  thw  did  not  know  ourselves  for  a  long  time, 
and  could  not  tell  the  worid  intelligibly,  what  the  actual  anwunt  of 
USSR  defense  qMnding  iras.^ 

The  finance  minister,  who  was  probably  charged  with  the  reqronsi- 
bility  for  compiling  the  budget,  described  the  process  in  similar  terms: 

Defining  the  ptedae  sum  of  the  military  budget  is  by  no  nwaiu  as 
easy  as  it  may  N>pear  at  first  (dance.  Do  aa€  forget  that  military 
eiqpenditute  comes  under  various  articles  of  the  state  budget,  and  in 
or^r  to  define  espenditures  for  defense  purposes  it  was  necessary 
thoroughly  and  scnqnilously  to  analyze  all  them  articles.* 

Budget  hearings  on  defense  by  the  Stqrreme  Soviet  defense  commit¬ 
tee  have  followed  this  same  separation  of  accounts  across  the  Defmse 
Minis^  and  production  ministries.  Committee  chairman  Lapygin 
noted:  ’‘Hearings  on  the  budget  for  the  armed  forces  and  indurtrial 
sectors  geared  to  defense  are  still  under  way. . . .  We  have  not  yet 
examined  the  budgets  of  industrial  ministries  cormected  with  defense.”'^ 
Ahhoo^  consolidated  accounts  have  not  yet  been  inqrlemented,  the 
defense  committee  is  now  considering  the  eqwnditures  different 
organizations  as  a  unified  package. 

pragmm,  Momow  TdavMiwt  Snvica,  October  9, 1969  (FBIS-SOV-69-197, 
October  13, 19W,  p.  106). 

*L  Yndiii,  “Enmomk  Awwete  of  Reduetkma  in  the  Armed  Foicee  end  the  Ccmveteiiw 
of  bfilitary  ProductioD.’'  Vepm;}'  Bkonwnika,  No.  6,  dune  1968  (dPRS-UMA-6840e-L 
AugHit8,1969,p.  10). 

*Yu.  Kornilov,  *%hind  the  Militeiy  Budget  Rguiee,”  Sovet$haya  IUm$iya,  Jmw  2, 
1968,  p.  3  (FBIS-SOV-68-106.  dune  2, 1968.  p.  61). 

^*l>efenee  BudgW  Under  Bzeminetjon,*  Knmtvt  Xvtwda,  October  6,  1968,  p.  1 
(FBIS-SOV-88-194,  October  10. 1968,  p.  66). 


Thig  process  of  rovisw  is  made  moro  cmupUcated  the  number  of 
oiguis  with  their  own  distinct  accounts  in^de  the  I^fense  Ministry 
that  are  authoriaed  to  receive  products  firom  the  civilian  sector.  A 
representative  from  the  Central  Finance  Directorate  of  the  Minirtiy 
announced  that 

woA  on  the  eUboration  of  expendituie  heedinge  in  the  USSR 
IMimse  Minietry  estunstes  is  igiproedi^  completion.  It  must  be 
•aid  that  the  liia  of  hsedings  will  inevitably  end  up  being  cundier- 
•ome  owing  to  die  existence  of  a  large  number  of  fund  holders' 
within  the  Defense  Ministry.  There  are,  for  example,  more  than  20 
just  for  industrial  output  received  from  the  national  economy. ...  Is 
it  any  wonder  that  in  many  instances  economic  accountabiUty  is  on 
the  skids?”' 


CENTRAL  BUDGET  REVIEW 

The  political  leadersh^’s  policy  of  reducing  defense  expenditures 
and  the  Siqjreme  Soviet  defense  committee’s  budget  review  has  intro¬ 
duced  a  new  procedure  into  Soviet  defense  decisionmaking:  the  exami¬ 
nation  of  aggregate  expenditures  and  the  evaluation  of  programs  in 
conqiataUe  figures— ruble  values.  Heretofore,  weapon  acquisition  and 
RftD  deciaioiu  were  most  likely  based  on  a  “disaggregated  combination 
of  material  balances”  flowing  firom  individual  weiqron  programs.^*’ 
These  choioes  would  be  in  the  context  of  detailed  material  plans  and 
alternative  planned  uses  of  these  qiecific  inputs.  According  to  Meyer’s 
analysts,  tlm  General  Staff  established  mission  priorities  and  set  mis- 
skm  leaouroe  limits  and  weapon  cost  targets,  with  the  services  then 
mithoijaed  to  proceed  with  detailed  technical  plans,  cost  estimations, 
and  contractual  relationshqw  with  producers. 

Knee  Soviet  financial  plans  have  been  mere  appendages  to  the 
material  iriana,  they  have  not  been  fimctioiial.  However,  the  financial 
budget  haa  now  aas«aned  a  new  importance  as  a  device  to  control 
overall  reeource  use  and,  especially,  to  control  the  state  financial  defi- 
dt.  Because  such  pressures,  the  total  budgetary  effect  of  defense  has 
cone  under  an  unaccustomed  scrutiny.  But  even  more  innovative  has 
been  the  Siqneme  Soviet’s  evaluations  across  defense  budget  accounts. 

**FHiid  heldsis”  sn  offsatastions  sntiwtisid  to  iscsivs  plsnasd  output  diisctty  from 
pmdbasis  or  from  Qoswiot  isthar  than  from  lodistiibutioB  thiouih  thsir  odniafrim  or 

*V.  Msf^manko,  *DafRim,  Coovoraion,  Boimomk  Aoeountability,”  Knunaya  Zvtwda, 
Amo  un,  p.  a  (IBlS-SOV-gS-iaO,  Aily  10, 1080,  p.  106). 

"Staphaa  M.  Iferar,  ‘Ttcowomic  Caeatr^ata  in  Soviat  PariatoBmskingi*  is  Reawn 
ad  WoK  Tht  impontrMtd  Suptrpowtr. 
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CoMiWBMOiM  of  progfMB  coiti  ivffl  eocoonifB  ovdoatkais  ot  tbo  lola- 
tivs  wordi  ci  mapcntt  and  miarioBa;  th»  itartling  new  fiBiitaie  of  mch 
onnpMiKmi  is  tibat  it  ia  balog  ptatcamad  by  civilian  mitiK»itiaa  rather 
than  tibe  Oennal  Staff. 

One  major  outcome  of  thia  review  prooeaa  haa  already  reatdted  in  a 
departure  from  paat  inaetice:  Streaeing  the  *kmg  overdue  need  to 
iaqnove  the  material  and  Ihdnf  ctmditkma  aervicmnen  and  membera 
of  thahr  fiamfliea,”  the  committae  q^noved  appropriatiOBa  tofading  R1 
billion  to  taiae  thair  pay  and  iminove  eomhtiona.^^  The  military  waa 
alao  drectad  to  Ibcoa  on  dtaoonttnuing  production  ci  obwdete  modela  of 
equipment  and  to  reduce  the  number  of  different  typea.^ 

Thia  attentkm  to  financial  budgets  will  affect  such  issues  as  the 
price  ci  weafwna,  their  actual  resource  costa,  and  the  efficiency  of 
drfbnae  production. 


WEAPON  PUCES,  BUDGETS,  AND  KHOZRASCHET: 
ADDITIONAL  BUDGETARY  PRESSURES 

In  the  late  1970b,  after  decades  ci  growth,  weqjxm  procurement  ata- 
baiaed,  aonw^ng  to  CIA  eatiniataa.^  With  theater  resource  stringency, 
Soviet  pdfeied  laadera  and  the  General  Staff  had  to  pay  doaer  attm- 
tion  to  the  aubaggregathma  of  reaourcaa  going  to  defense.  Brtimated 
weapon  costa  woidd  have  become  a  key  pdk^  omrideraritm  in  these 
drcumatanoea.  Prices  for  a  handftil  of  Soviet  we^roiu  have  been 
aiuioonoed  by  Soviet  authraitiea  since  early  1969.  Analyaia  of  these 
prices  and  tiw  stataments  of  knowledgeahle  Soviet  writna  suggest  that, 
fbr  sonw  products,  the  price  ia  only  a  fractimi  ci  the  estimated  value  of 
incurred  costa.  (See  tte  qipendix  for  this  analysis.)  This  divergence 
between  costs  and  inicea  would  have  been  a  natural  consequence  the 
attention  presumaidy  paid  to  weqwn  costs  in  the  past  decade,  which 
would  have  generated  strong  inoenrives  for  the  individoal  swvices  to 
negotiate  weqwn  prices  with  industry  that  were  fadow  accounting  costs 
to  in  CIS  see  the  likdihood  that  hi|dMr>level  decasionmakarB  would 
approve  the  sarviceB’  iMograms.  So  h»g  as  financial  profits  and  loaseB 
hid  fitUe  bdlusaoe  on  ffw  wdfere  ci  entatpeisee,  they  would  not  resist 
piesaorea  ftom  bsoross  to  hdd  down  prices;  sui^  asymmetry  in 

"^Tisiwwr,  "At  feaUSaRfepNMaSaviWCoaueitlwfwDitenMd  State  Sm^ 
filr  OMstfsae  ^aait  ter  OpCtaMBS  Soletiiteir  Krmmvc  Xnwia,  Oetebw  14,  U8S,  p.  1 
(IBBMOV-ateUI,  OetelMr  17.  ISSS.  p.  W). 

^Thia  alaedaea  k  dkeawad  by  Abraham  Saehit,  Ogarhoeb  Gompiatet  and 
Oetsihsab  MSmaar  Tht  Amkt  Ogbaar  Btebat  aaS  FvfykttKmy  OaagfcA  Tha 
RAM)  OaasaraltBB,  R^l-Af ,  Diiiimbw  M7. 
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bieeiiltves  mnHA  persist  so  long  as  actual  expenKUturea  by  entaiimaee 
nereoovmd. 

Such  attempts  to  squeeie  more  output  firom  reduced  aBoeatkms  by 
means  of  louexed  idaimed  materials  ii^rats  and  prices  would  lead  to 
even  greater  overomnadtaient  of  reamueee  and  tauter  plans  tiian  nor* 
md.  Attom^km  dee^na  woukl  then  be  made  at  lower  decision  lev^ 
aocordbig  to  loug'held  routuMs  (e.g.  salm^  myitaiy  demands  first,  and 
at  all  costs).  Under  such  conditions,  the  leadersh^  nuqr  have  bdieved 
that  it  was  mahing  strategic  reallocatkm^  but  planning,  accounting, 
fiwanckd,  and  iiqdementathm  proeeaaes  could  have  contrfinited  to  at 
least  a  partial  thwarting  of  such  strategiee.  (Witness,  for  example,  the 
pendstent  inaldfity  to  meet  growth  plans  fat  omsumer  goods.) 

If  incentives  induced  the  Sovtot  military  services  to  negotiate  prices 
and  resource  plans  diat  did  not  cover  costs,  how  could  tiie  actual  costs 
be  covered?  As  mentioned  em^r,  the  military  does  not  make  procure* 
menta  out  of  a  financial  budget;  the  Ministry  of  Finance  establishes 
accounts  in  tiie  name  of  the  produetkm  ministry  or  enterprise  to  pi^ 
fiir  costs,  based  on  earlier  plans.  If  Mtual  mq>endituxee  are  greater 
than  expected,  or  if  losses  arise  in  khazrcuehet  enterprises,  the  losses 
can  be  abaoibed  in  several  ways.  (1)  Profitable  militaxy  or  civilian  pro¬ 
duction  within  an  enterprise  can  be  used  to  cross-subeidise  the  loas- 
mwUng  Olden.  (2)  Profits  can  be  redistributed  within  a  ministry  to 
ctoes-aid)siAse  entire  miterpriaes.  (3)  “Phumed  loss”  enterprises  can 
be  covered  by  tim  state  bud^;et  (4)  Uiq[>lanned  losses  may  be  financed 
throu|d>  lixudc  loans  to  enterinises. 

Soviet  articles  anafyxirtg  the  sources  of  the  government’s  budget 
deficit  attribute  a  large  portion  of  it  to  loans  made  to  loss-making 
enterprises.  Already,  in  1986,  it  was  asserted  that  “many  enterprises, 
associations,  and  sometimes  entire  sectors  axe  bectnning  ’dependents’  of 
the  state  ai^  are  baucally  cperating  tirrough  state  loans.”^^  Birman 
wrote  that  an  increasing  volume  of  defense  ^penditures  has  been 
financed  in  excess  of  the  budget  through  thki  teehnique  of  creation  of 
hank  credit^  The  past  primacy  of  defense  production  would  have 
encouraged  local  managers  of  Gotirank  to  provi^  credits  to  enterprises 
whose  costs  had  exceeded  planned  budget  amounts. 

The  qpiritad  attempt  to  reduce  the  state  financial  budget  deficit 
throng  tire  eliminati<m  of  bank  loans  to  loas-msking  enterprises  will 
make  past  practices  of  defense  fiiumcing  and  price  formation  more  viri- 
Me.  'The  review  of  weapon  prices  apparently  had  held  <9  pdblkation  of 

ShwKhmko,  ‘An  W«  Too  Ubmd  ia  the  Extmakm  vt  Cnior  Ekonomika  I 
Apia  ISM,  No.  4.  p.  S  (miS-UBA-86-OaO.  AusuW  26, 1986,  p.  1). 

’*||Dr  BbSMB,  SoerW  tneoHm  of  Om  Saomt  Slatt  Budttt.  Maitiiiiio  Publidi- 

•n,  1661,  P.M. 
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the  defense  budget  in  1989,  as  Soviet  officials  at  first  claimed  that  no 
figures  could  be  published  until  after  a  thorou^-going  price  reform. 
Althou^  the  figures  were  eventually  published  without  a  price  reform, 
the  internal  budget  review  may  have  alerted  financial  experts  and  their 
political  leaders  to  the  possUnlity  of  wideq;>read  miq>ricing  of  Soviet 
weqions.  The  result  of  more  intensive  review  could  be  even  greater 
pressure  on  defense  procurement  than  is  alrea<fy  inq>licit  in  reduced 
nominal  budgets. 

The  introduction  of  profitability  standards  to  defense  enterprises 
will  alter  the  relative  incentives  between  the  Defense  Ministry  and 
industry  concerning  contractual  prices.  The  necessity  for  enterprises 
to  cover  their  costs  will  encourage  coimteipressures  for  enterprises  to 
bargain  more  strenuously  with  the  military  services  over  prices  and 
input  plans,  perhi^  as  strenuously  as  they  have  customarily  nego¬ 
tiated  weapon  performance  characteristics.^^ 

Another  aq)ect  of  Utozraachet  is  that  products  must  be  paid  for  by 
customers.  The  Ministry  of  Defense  will  have  to  be  allocated  eiq>licit 
financial  resources  from  the  budget  that  it  will  then  transfer  to  siq)- 
pliers  of  goods  and  services.  Whether  this  process  is  accomplished 
through  an  aggregate  financial  appropriation,  through  disaggngated 
accounts,  or  through  the  fine  program  detail  found  in  the  U.S.  defense 
budget,  tlw  new  payment  approach  will  establish  direct  links  between  a 
customer  with  a  l^dget  constraint  and  its  siq>plier8.  Althou^  the 
specific  incentive  effects  will  vary  with  the  budget  process  actually 
adopted,  one  major  implication  is  predictable:  Both  the  Defense  Min- 
istiy  and  the  leadership  must  pay  closer  attention  to  the  absolute  and 
relative  prices  of  military  goods  and  services.  This  attention  could 
result  in  additional  pressure  on  aggregate  defense  R&D  and  procure¬ 
ment  as  well  as  on  its  composition. 


’*MMtiiis  th«  nflfotiatad  values  of  weqjon  peTfMmance  often  determined  the  lewarde 
foins  to  a  daaign  bwMU.  A.  Alexander,  Decisionmaking  in  Soviet  Weapons  Procurement, 
p.  eo.  Note  149, 1978-1979. 


IX.  THE  IMPLICATIONS  OF  TECHNOLOGY 
AND  COMPLEXITY 


THE  DECLINING  EFFECTIVENESS 
OF  THE  BUYER’S  MARKET 

Previous  sections  of  this  report  described  how  changes  in  economics, 
politics,  and  budgetary  procedures  are  reducing  the  effectiveness  of 
Soviet  weapons  acquisition.  We  now  turn  to  a  quite  different  category 
of  forces:  those  set  into  motion  by  the  technology  and  complexity  of 
modem  weapons. 

Methods  by  which  the  Soviet  military  has  assured  itself,  of  capable 
and  high-performing  weapons  include  its  active  and  detailed  involve¬ 
ment  in  design  and  production,  its  comprehensive  testing  of  new  sys¬ 
tems  from  experimental  prototypes  to  their  use  by  operational  forces, 
and  its  application  of  powerful  sanctions  over  nonperformance — 
including  the  privilege  of  not  accepting  products  that  do  not  meet  its 
requirements.  In  a  word,  the  Soviet  military  has  been  an  astute  and 
powerful  customer,  it  has  operated  in  a  buyer’s  market. 

However,  for  the  network  of  military  representatives  at  design 
bureaus  and  factories  to  root  out  and  correct  deficiencies,  for  rigorous 
testing  to  reveal  deficiencies  and  verify  compliance  with  requirements, 
and  for  sanctions  to  produce  incentives  on  suppliers  leading  to  desired 
results,  the  desired  outcomes  must  be  technically  feasible  and  the 
administrative  methods  capable  of  promoting  technically  feasible  ends. 
Both  technical  feasibility  and  administrative  processes  have  now  been 
compromised  by  the  technologies  and  design  complexities  of  the 
weapons  and  military  systems  appearing  in  the  last  decades  of  the 
twentieth  century. 


THE  AGE  OF  THE  “WEAPON  SYSTEM” 

The  term  "weapon  system,”  which  is  often  now  used  in  place  of  the 
simpler  and  older  word  “weapon,”  adequately  incorporates  many  of  the 
important  changes  of  the  last  20  years  or  so.  The  weapon 
“platform”— the  airplane,  armored  vehicle,  ship — is  today  the  carrier  of 
a  suite  of  subsystems  whose  coordinated  actions  are  required  to  destroy 
the  enemy.  A  wide  variety  of  sensors  collect  information  about  the 
activities  of  the  target,  the  platform,  the  weapons  (guns,  missiles,  etc.), 
and  tlw  environment.  This  information  is  integrated  by  high-q)eed 
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conqmten  and  uaed  in  computatimu  tlud  calculate  and  often  control 
the  actual  (^rations  of  die  platfonn  and  its  ordnance-delivering 
weapons;  such  activities  as  navigation,  fli^t  control,  target  acquisition 
and  designation,  weqion  release,  trajectory  determination,  and  counter¬ 
measures  are  assisted,  if  not  actually  controlled,  by  computers.  Not 
onfy  do  the  we^mn  systems  themselves  now  mcorporate  these  new 
technologies  and  ciyiabilities,  but  a  growing  number  of  siqqport  ^sterns 
conqilement  the  (qierations  of  the  weiqion  systems,  and  indeed  often 
ate  critical  to  their  success.  These  include  communications,  ground- 
based  radars  and  other  sensors;  airborne  and  satellite  information- 
gathering  and  disseminating  systems;  intelligence,  reconnaissance,  and 
countermeasure  systems;  information  “fusion”  systems;  command  and 
control  networks,  not  to  speak  of  the  computer-managed  stqiply  and 
logistics  networks. 

Since  the  1930b,  the  Soviet  Union  has  built  a  ciqiable  R&D  and  pro¬ 
duction  conqilez  for  the  basic  platforms  and  weiqions  of  the  indusbial- 
age  military.  As  new  weapons  and  technologies  entered  contenqmraiy 
armies,  the  nation  mounted  enormous  efforts  to  keep  tq>  in  nuclear 
we^Mns,  rockets,  and  nuclear-powered  submarines.  Hovrever,  the 
advances  in  sensors,  electronics,  romputerization,  information,  com¬ 
munications,  and  miniaturization  since  the  1970s  have  left  Soviet 
industry— even  military  indus^— in  a  particulariy  vulnerable  position. 
The  speed  of  change,  the  complexities  of  design,  the  int^ration  of 
many  different  technologies  from  diverse  stnirces,  and  the  high  preci¬ 
sion  and  reliability  needed  for  production  strike  at  traditional  weak 
points  in  the  Soviet  economic  and  management  spheres.  These  vulner- 
abUitiea  and  weaknesses  are  now  manifesting  themselves  in  Soviet 
weqion  acquisition. 

DEFICIENCIES  IN  THE  SOVIET  MILITABT 
RAD  APPROACH 

The  increasing  diversity  of  defense  technologies,  materials,  com¬ 
ponents,  and  subsystems  requires  the  coordination  and  integration  of  a 
vast  array  of  s(q)plierB,  research  organizations,  design  bureaus,  minis¬ 
tries,  and  oriier  participants.  Knoededge  and  expertise  is  distributed 
ratlMT  riian  concenteated.  The  unique  integrative  role  that  the  general 
derigner  has  played  in  Soviet  weapon  development  is  now  diffused  and 
^a^lMted  by  the  proliferation  of  technologiee  and  tasks. 

The  diief  designer  of  a  conq>lex  weapon  system  must  now  depend  on 
the  perfonnance  of  others  to  a  much  greater  degree  than  in  the  past 
In  these  new  conations,  the  VPK,  cannot  motivate  and  coordinate 
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these  activitiee  in  the  lame  thorough  manner  that  it  had  formerly.  Not 
(mly  are  tiie  particqMuite  more  numerous,  but  their  interactions  are 
more  conq>lex,  the  scheduling  of  tasks  more  fonnidable,  and  tlw  ability 
to  actually  plan  tiiese  activities  in  advance  lees  feasible.  Rezibility  and 
motivated  disc^line  are  botii  tequireth  the  Soviet  system  lacks  flexibil¬ 
ity,  and  its  discqdine  is  heavy-handed.  Presumably,  the  general 
designer,  the  VPK,  and  the  Party  still  diq)08e  of  the  same  autlumty  as 
formmly,  but  this  is  a  less  usable  commo^ty  when  o^anizations  must 
be  reqionsible  for  their  own  performance  in  a  hi^ily  conq>lez  and 
changing  technical  environment. 

Soviet  we^Mn  design  philosophy  has  dealt  with  the  shortcomings  of 
the  economic  system  by  iwinimiwwg  risk  and  radical  change  and  by 
confining  the  scale  of  complexity  to  manageable  size.  When  risk  and 
complexity  went  beyond  the  organizational  capacity  of  the  system,  the 
political  leadership  intervened  and  created  special,  single-purpose 
management  bodies  mth  direct  ties  to  the  tap  political  and  economic 
dedsionmakers.  This  cq>proach  was  used  in  the  development  of  nuclear 
weiqmns  and  intercontinental  missiles.  As  these  radically  new  weiqx>ns 
became  more  familiar,  their  special  o^anizational  status  was  trans¬ 
formed  into  the  conventional  ministerial  structure. 

This  kind  of  focused,  centralized  reqMnse  is  not  possible  for  many 
of  today’s  wespons.  The  commands  to  build  an  atomic  bomb  or  an 
ICBM  cannot  be  mimicked  by  orders  to  build  a  microelectronics  indus¬ 
try  or  an  integrated  data  bus.  These  latter-day  systems  require  a  new 
kind  of  industry  or,  rather,  many  new  ,.n<lustries.  Whereas  in  the 
1930s  the  Soviet  Union  was  able  to  build  tank  and  steel  industries  cen¬ 
tered  around  enormous  plants  managed  by  centralized  nunistries, 
today’s  we^Mns  depend  on  an  array  of  many,  small,  ever-changing 
suppliers.  Systems  designers  can  no  longer  count  on  slowly  evolving 
tec^ologies  and  a  stable  set  of  8\q;>plier8  but  must  confiront  sharp 
changes  in  the  required  skills  and  ciq>abilities  in  their  own  design 
bureaiu  and  in  those  they  deal  with. 

This  revolution  hit  the  U.S.  weq>on  producers  in  the  19608;  it  has 
taken  at  least  two  decades  to  learn  how  to  cope  with  it,  and  adaptation  has 
been  imperfect.  One  sample  indicator  of  this  shift  is  the  proportion  of 
development  etiort  going  to  embedded  compater  software.  The  r  -4,  F-15, 
and  F-18  aircraft  represent  19608, 19708,  and  1980s  technologies.  The 
prime  contractor,  McDonnell-Douglas,  and  its  subcontractors  for  these 
aircraft  devoted  1  percent  of  total  engineering  man-years  to  computer 
software  for  the  F-4, 24  percent  for  the  F-15,  and  40  percent  for  the  F-18.^ 

‘Steven  Glaeaman,  Comparative  Studies  in  Software  Acquisition,  Lexington  Bodu, 
Lexington,  Maes.,  19^,  p.  8. 
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Computer  hardware  development  demanded  much  less  attention,  mainly 
because  a  separate  computer  and  electronics  industry  had  indqiendently 
developed  its  own  technology  base;  McDonnell-Dou^as  devoted  1, 2,  and 
3  percmit  of  its  engineering  effort  to  computer  hardware  on  these  aircraft. 
The  U.S.  Air  Force  was  not  fully  aware  of  the  enormous  change  embodied 
in  the  shift  from  the  F-4  to  the  F-16,  and  similar  transformations  in  its 
other  ^sterns.  A  decade  or  more  of  chaos  and  conftision  in  weapon  elec¬ 
tronics  development  resulted  in  high  costs,  low  reliability,  and  delayed 
Introduction  of  new  systems. 

The  Soviet  weapon  industry  appears  now  to  be  in  the  throes  of  a 
similar  process,  but  without  the  scientific  or  industrial  inftastructure  in 
place  to  ease  the  problems,  and  without  the  flexibility  and  incentives 
needed  to  improve  the  infrastructure. 


TROUBLE  FOR  SOVIET  WEAPONS 

Soviet  military  leaders  and  weapon  designers  are  beginning  to  pro¬ 
vide  evidence  of  serious  shortcomings  in  recent  Soviet  weapon  systems. 
These  problems  were  apparently  surfacing  in  the  1970s  but  seem  to 
have  reached  crisis  proportions  in  the  1980s.  The  D^uty  Defense 
Minister  for  Armaments,  General  Shabanov,  has  emphasized  these 
points  in  articles  and  interviews  since  early  1988.  A  key  point  has 
been  his  acceptance  of  the  view  that  the  military  is  no  longer  walled  off 
from  the  rest  of  the  Soviet  economy. 

We  are  often  deluded  by  general  numerical  indicators.  You  analyze 
them  and  everything  seems  normal: . . .  the  technical  level  of  iimova- 
tions, . . .  the  quality  of  inventions  is  increasing.  However,  this  is 
only  a  general  impression.  Things  in  reality  are  not  going  nearly  so 
smoothly. . . .  The  introduction  of  new  developments  is  generally  a 
weak  point  in  our  country  and  in  the  Armed  Force  in  particular 
[emphasis  added].^ 


Reliability  Problems 

Reliability — always  a  central  Soviet  requirement— is  one  of  the  most 
commonly  cited  deficiencies.  General  Shabanov,  for  example,  asserted, 
"We  need  radiccd  methods  for  increasing  the  reliability  and  operating 
technology  of  weapons.”^  At  a  m^jor  conference  on  improving  military 
science,  the  Defense  Minister,  General  D.  T.  Yazov,  referred  to  reliability 
several  times  in  his  summary  of  the  conference. 

^'The  Horizons  of  Technical  Cieativi^,”  Knunaya  Zvexda,  November  16,  1988,  p.  1 
(JPRS-UMA-88-001,  January  11, 1988,  p.  74). 

%id. 
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Flaws  occurred  in  determining  the  projects  for  devekqiiing  arma¬ 
ments,  in  the  operational-tactical  verification  of  particular  models, 
and  in  ensuring  that  their  qiudUy  and  rettabiUty  coi^ormed  to  modem 
requirements. . . .  Undter  no  circumstances  must  our  scientific  estab¬ 
lishment  and  military  scientists  lose  si^t  of  the  main  objective — 
ensuring  the  high  qualify  and  relieAilify  of  armaments  and  military 
hardware”  [emphasis  added].* 

VPK  chaimian  Belousov  specified  as  the  second  point  of  his  program 
for  defense  industry,  “special  attention  should  be  paid  to  improving  the 
reliability  and  quality  of  military  equipment.”^  The  air  force  com¬ 
mander,  General  Batekhin,  listed  reliability  as  the  first  requirement  for 
improving  the  country’s  defense:  “About  the  reliability  of  the  hardware 
that  the  troops  are  receiving:  What  we  have  here  is  a  pretence.  We 
are  hoping  t^t  soon  these  preteruions  will  be  lessened”*  He  noted 
that  when  the  producers  and  developers  transfer  to  khozraachet,  profit¬ 
ability  will  depend  on  how  the  customers  evaluate  the  output,  implying 
that  this  evaluation  will  provide  economic  levers  to  influence  reliabil¬ 
ity. 

Khozraschet,  though,  may  not  be  the  answer  to  the  reliability  prob¬ 
lem.  Defense  industry  is  part  of  the  Soviet  economic  system;  despite 
all  its  advantages  and  the  power  of  the  military  customer,  the  endemic 
deficiencies  of  the  economy  stubbornly  seep  through  the  wall  erected  to 
isolate  defense,  and  the  seepage  may  be  turning  into  a  flood.  In  a 
frank  article  describing  equipment  problems  on  board  a  nuclear- 
powered  missile  cruiser,  one  source  of  reliability  problems  was  assigned 
to  the  constantly  increasing  proportion  of  complicated  equipment — 
especially  radioelectronics  and  missile  ordnance.  “Consequently,  the 
Navy  has  to  pay  more  and  more”  for  less  and  less  reliable  equipment.'^ 
The  factories  continued  to  ship  defective  equipment  even  though  the 
ship’s  officers  would  not  sign  the  acceptance  documents.  “They  receive 
money  mainly  for  quantity,  for  gross  output,  for  fulfillment  of  the  plan, 
for  the  fact  that  they  have  ‘dispatched’  tiie  product.”*  A  key  guarantor 
of  quality,  the  military  representative  responsible  for  the  shipment  of 
this  equipment,  made  excuses  on  behalf  of  the  plant  for  the  poor  qual¬ 
ity.  In  fact,  the  chief  of  the  team  of  military  representatives  admitted 
t^  they  acted  more  as  a  coarse  than  a  fixM  filter,  and  that  many 

*D.  T.  Yazov,  “Increaung  the  ReUtra  bom  Militaiy  Science,"  Knunaya  Zonda, 
Auguat  14, 1968,  pp.  1-2. 

*R«nariu  by  L  Belouaov,  Moecow  Domeetic  Radio  Service,  June  28,  1969  (FBIS- 
SOV-8e-124,  June  29, 1989,  p.  36). 

*”Beyond  the  Sound  Barrier,”  lautiya,  August  21, 1968,  p.  3. 

^"Shipe  and  Rubles,”  Krasnqyu  Zvetda,  May  12,  1969,  pp.  1-2  (FBlS-SOV-88-120, 
June  23, 1969,  p.  71). 

■ibid. 
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things  past  tham  that  woold  (miy  show  19  on  boaid  shq). 

Rather  tiian  the  fiat  of  the  buyer  in  tiiis  situatkm,  naval  officers  gpdkB 
about  the  (fictatorsh^  of  the  producer.  "Industry  seUs  tlw  ecitiqnnent 
the  Navy  vilt  buy>”*  And  why  does  the  Navy  purchase  d^cient  e<p]q>* 
ment?  "Beeauae  they  have  no  choice.”  Indeed,  the  VPK  chairman  hin 
called  for  amqietition  in  equqnnent  devehq;mient  to  make  tits  best  use 
of  reduced  allocations  to  defmse.*°  In  the  meantime,  the  Navy  is  hav¬ 
ing  to  pay  for  improved  reliifotlity  throu^  the  use  of  hundreds  of  civil¬ 
ian  tedmiciaas  aboard  ahi^ 

The  use  of  civilian  technicians  to  correct  and  maintain  equqnnent 
has  also  bemi  cited  for  the  strategic  missile  forces.  A  journalist 

witusseeil  a  large  gioiq>  of  civiUaas  leaving  early  in  the  morning  in  a 
large  bus  from  the  hold  to  firing  poeitkMtt.  It  turned  out  theee  were 
industry  mnployees  who  w«te  making  sraae  hind  of  adjustments. . . . 

How  could  a  missile  in  need  of  adjustment  be  on  elert  duty?  What 
kind-hearted  person,  trusting  the  chief  deeignm  or  hh  hid^  idaced 
sprasor,  authorised  acceptance  of  the  "jnenmture”  prodi^  tat  ser¬ 
vice,  and  thus  yet  another  handing  out  of  grandiose  Ixmuses?** 

The  Defonse  Ministiy's  Armaments  Directorate  coordinates  we^mn 
aoquimtion  and  R&D  tlmnqfoout  the  military.  Hie  hardware  problems 
facing  all  the  military  servkas  come  to  a  focus  in  this  office.  Its  head. 
General  Shabanov,  has  been  a  foading  critic  of  current  practices,  listing 
reliabilHy  as  the  number  one  problem. 

Tbday,  we  cannot  regard  as  aatisfaetory  the  technical  standard  at  a 
nund^  of  models  at  weqwns  in  terms  of  exfremely  inqwrtant 
parameters  audi  as  leliabiltty,  lifstime,  enngy  consumption,  wei|d>t> 
and  sise. ...  We  ate  particulariy  pmtuibed  by  the  questum  of  ensur¬ 
ing  a  long  lifetime,  reliability,  and  dqienchdde  operation  for  arms  and 
mOitary  equhnneiit" 

Shabanov  then  went  on  to  assert  tiiat  it  was  insufficient  reliability  that 
to  a  great  extent  forced  the  Soviet  Union  to  inocure  greater  quantities 
of  the  main  types  of  atme.^  He  also  noted  that  inattention  to  reliabil¬ 
ity  was  partially  reeponsiUe  for  recent  well-publidaed  equqiment 
aocidei^  and  tomes;  "Unfortunately,  the  mries  of  submarine  and  air¬ 
craft  accidents  that  have  occurred  lately  attaete  to  untqqied  reeervee  in 

*IfakL 

‘*Rinsrki  by  L  Bslousov,  Moscow  Domestic  Radia  Services,  Jam  28, 1880. 

“A.  Qocokhov,  *Dwieiraai  Depfos,”  iVsode  Jwm  28, 1980,  p.  6  (FBlS-SOV-89-129, 
Jdy  7, 1000,  p.  108). 

**Oeaeral  SMbanov,  ‘The  Country’s  Pshnss;  New  Approaches,''  J&asneys  Zvnda, 
fomaS  18, 1910,  pi  1  (FBB-SOV-09-ieO,  Aaquit  21, 1880,  p.  120). 


73 


mmmivnng  |1|0  ftmctioning  of  oomlwk  PiobksDs 

with  fldmuttiiiM  KofiBoad  hi  «  talsvisum  laviwtigBtive  program  on  tiw 
apata  of  aidmiarina  aoddanta.  A  laaarva  naval  captain  invtdvad  in 
aaamining  tha  atata  taata  of  tha  “Kcmiaomolata'*  aulmiarina  claimed 
that  the  taatmg  program  was  conducted  in  a  ahoddy  way.  “Ifadadakm 
had  baeri  made  to  conduct  tha  teath^  aa  it  ahould  have  bean  dtma,  a 
number  of  da^pi  faults  would  have  bean  disooverad.”^  Another  raaarva 
navM  captam  auggerted  that  such  dafomnciea  were  to  be  eqwcted  from 
the  Miniatiy  of  l^iipbuih&ig: 

Wa  have  a  Navy  that  oetiaqxHidB  to  the  standaida  of  twenty  years 

ago _  Wa  have  leorived  nothing  from  this  third  generation  [of 

midaar-poweied  sufanarinas].  EvaryUiing  is  poon  The  acoustics  are 
poor,  the  '  is  poor,  without  mentioning  the  noise  levaL  The 

noiae  levd  created  fey  our  wdwnarines  is  twdve  tunes  greatw  than 
that  of  U.S.  sidnaarLus. . . .  We  have  craft  that  are  not  combat 
ready.** 

Aa  aqovoMmt  becomes  more  conqilex,  conqnehensive  taeting  becomes 
both  more  important  and  mcwe  time  consuming.  With  the  increased 
number  of  connections  and  interfaces  among  components,  the  possible 
sources  of  failures  are  midthdied:  fiirthermore,  engineering  and  theoreti¬ 
cal  knotriedge  cannot  predict  the  modes  and  mechanisms  of  future 
failures.*^  U.S.  military  jet  engines,  for  exanqile,  typically  accumulated 
diout  10,000  test  hours  before  ipialification  in  tlto  1960s;  by  the  1980s, 
thb  figure  had  climbed  to  14,000-18,000  hours.** 

This  need  for  more  and  better  testing  has  been  acknowledged  Iqr 
Soviet  military  leaders.  But  they  (xmqirMniae  their  inristmioe  on 
thoroudi  testing  with  an  equdly  ^manding  requirement  to  fidd  qrs- 
terns  mcoe  quickly.  This  mnbivalence  was  captured  in  a  remaA  by 
Defnaae  Ministm  Yasov:  *It  is  essential  to  strive  pertistently  and 
unswerving  to  achieve  high  quality  in  testing  so  that  with  the 
minimum  numinr  of  tests  ime  can  attain  the  maxiimim  practical 
roauhs . . .  that  will  make  it  poesible  to  make  a  dedtion  about  the  fate 

Pragnun,  Mowow  Tdaviakm  Swrvioa,  July  14.  IBW  (FBIS-SOV-8»-186. 

Job  17.  isee,  p.  w). 

‘*rhsM  MilrtkM  wum  t^n  from  tlw  couchwtow  of  a  otudbr  oo  UA.  adHtaiy  oloc- 
Uodeo  in  Him  UTOk  D.  W.  Kfciw.  A.  L  RobfaHou.  R  L.  OmIbib.  and  W.  R  Won,  A 
Prtfia$td  8trtHgj>  for  Urn  AoquUtion  of  Aoiooko  Squopmont,  Tha  RAND  CotpotnUon, 
Daewnbar  iVM. 

>*Afthw  J.  Aliinhr,  "Tha  Coat  andBinlihi  of  RaBabUMy  in  MUlwy  BsujpnwBt.* 
Tha  RAND  Cotpoiation.  P-751S.  Dwandbar  ISeS,  p.  60. 
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of  a  model  or  series  of  armaments”  (emphasis  added].^*  General  Yazov 
then  went  on  to  emidiasize  that  new  methods  and  means  must  be 
found  to  enhance  “the  quality  and  reliability  of  armaments,  and  Uie 
reduction  of  time  necessary  to  develop  and  test  them”  [enqthasis 
added}.^ 

The  foil  efiect  of  these  contrary  pressures  came  to  bear  on  the 
devel<4)ment  of  the  Soviet  supersonic  airliner,  the  Tu-144,  in  the  mid- 
1970s.  Although  nominally  a  civilian  project,  it  had  foil  government- 
party  priority,  with  the  backing  of  the  Party  Secretary  for  Defense 
Industry  Dmitriy  Ustinov,  and  the  VPK  chief  L.  V.  Smirnov.  Accord¬ 
ing  to  a  former  depity  minister  of  civil  aviation. 

In  the  summer  of  1977,  a  direetive  came  from  “the  top”  [Brezhnev] 

to  be^  passenger  flints  with  the  Tu-144  in  the  ^ _  Soon 

aftennud,  foe  c^f  [of  a  directorate  of  Civil  Aviation]  presented  me 
wifo  a  joint  plan  with  industry  ...  for  organizing  passenger  fli^its 
for  my  signature.  All  foe  managers  had  signed. ...  I  would  not  sign 
foe  document. . . .  The  aircraft  had  not  undergone  state  tests!  Th^ 

simply  had  not  passed  them _  This  would  have  been  a  firaud 

agn^  on  by  both  rides  and  wifo  the  consent  of  hi^  officials.** 

Although  the  Tu-144  case  was  one  that  was  pushed  “by  the  t(^,”  this 
pattern  has  today  become  more  generalized,  as  the  shfo  ordnance 
example  mentioned  above  demonstrates. 

Debits  the  high-level  complaints  about  reliability  problemB,  it  is 
necessary  to  approach  these  statements  with  some  interpretive  caution. 
Soviet  complaints  must  be  judged  in  relation  to  the  first-order  priority 
they  put  on  reliable  system  performance  and  to  the  high  standards  they 
have  often  achieved  in  the  past  Mikoyan  design  bureau  head 
Belyakov  claims  that  the  mean-time-before-fiulure  of  the  MiG-29  is 
40-M  percent  better  than  that  of  the  U.S.  F-16.  However,  the  previous 
generation  of  Soviet  fighters  were  80-90  percent  more  reliaMe  than 
their  U.S.  counterparts.  Thus,  if  we  accept  the  MiG-29  claims  at  foce 
value,  we  see  a  relative  decline  in  Soviet  reliability,  but  still  better  than 
that  in  the  United  States.  Nevertheless,  the  tenor  of  the  Soviet  writ¬ 
ings  suggests  that  they  perceive  a  reliability  crisis. 


**D.  Yaiov  "Incraaring  the  Return  from  Militexy  Science,”  Knunaya  Zuetda,  Auguet 
14, 1968,  p.  1  (FBIS-SOV-88-166,  August  16. 1968,  p.  66). 

“B>id,p.67. 

**V.  Bedov,  “The  Tu-144  Hoc  Been  Left  on  the  Ground:  Wm  the  Preetigiaus  Project 
DoooMd  to  Frihne?*  Pravda,  July  28,  1969,  p.  3  (JPRS-UBA-88-033,  Octobw  16. 1989, 
pp.  84-87). 


76 


Tediiuriogy  Pr«M«B« 

Soviet  military  and  industry  leaders  have  recently  begun  to  detail 
q>ecific  technology  shortcomings  in  military  systems.  These  problems 
have  been  discussed  earlier  by  Western  analysts  and  will  not  surprise 
knowledgeable  foreign  analysts.  General  Shalmnov  has  neatly  summa¬ 
rised  Soviet  technology  deficiencies:  “Our  science  and  industry  lag 
behind  in  the  sphere  of  developing  radio-electronic  wei^n  ^sterns,  ther¬ 
mal  imaging  instruments  and  night  vision  instruments,  and  communica¬ 
tion  and  control  systems.  Yet  these  play  a  great  role  in  ensuring  reliable 
defense.”^ 

The  VPK  chairman,  in  acc^ting  his  nomination  to  continue  heading 
this  organization,  also  listed  electronics  as  one  of  his  main  concerns:  “I 
consider  it  essential  to  siq^rt  in  every  way,  at  every  stage  of  work,  and  at 
aU  levels  of  discussion  the  develc^ment  of  electronics  and  computer 
equipment.”^  And,  among  the  ten  troubled  areas  that  demanded  resolu¬ 
tion,  he  included  electronics,  computing  equipment,  and  communication 
equipment. 

Hiis  too  was  the  view  of  the  minister  of  aviation  production,  A.  S.  Sys- 
tov:  “We  should  put  every  effort  into  developing  microelectronics  as 
quickly  as  possible.  We  are  currently  lagging  behind  in  this  area.  This  lag 
will  later  affect  aircraft  construction.”^ 

Some  examples  from  recent  aircraft  give  concrete  detail  to  these 
concerns.  The  Su-27  fighter  aircraft’s  aerodynamics  and  size  were 
determined  by  provision  for  accommodating  the  largest  radar  possible 
“as  the  simplest  means  of  achievii^  maximum  interception  range.”^ 
Helic<^>ter  designer  Tishchenko  eq)lained  a  metal  plate  covering  an 
opening  in  the  Mi-28  at  the  1989  Paris  Air  Show  by  noting:  “We  have 
encountered  delays  in  the  development  of  electro-optical  systems  on 
this  program.”^  Additional  development  problems  were  being  encoun¬ 
tered  with  the  Mi-28’s  nUd>t  vision  system,  which  had  been  worked  on 
“for  about  a  decade”  and  was  now  behind  schedule.  These  various 
equipment  development  problems  were  contributing  to  a  planned  heli- 


**V.  M.  Shabanov,  *The  Country’s  Defenaa:  Naw  Apptoachaa,”  Kratntiya  Zuetda, 
Ai^uat  18, 1988,  p.  1  (FBIS-SOV-88-160,  AiHPiat  21, 1988,  p.  103). 

**Ra)Barts  by  Ifor  BalouaoT,  Moacow  Radio  Saivica,  Juna  28,  1988  (FBIS-SOV-89- 
194.  Ama  29. 1988.  p.  37). 

***Wa  8aa  Proapacta  for  Growth,”  Krasnaya  Zvtsda,  Jvm  21, 1988,  p.  3  (FBIS-SOV- 
88-121,  JutM  26. 1908,  p.  88). 

*Mui  Pridm,  ”RiMaian  Round-up,”  Air  InUmational,  Saptambar  1988,  p.  131. 
*Roboft  Ropalowaki,  ’’Otaanoat  Gusto  Inviewatso  Paris  Air  ffliow,”  Armsd  Forces 
Jaumsi  International,  3^  1988.  p.  84. 
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CQptn  dsvdkqnneiit  period  of  ten  yeen  fh»n  fiist  to  eeriee  peo- 
doctknu^ 

AoconSiv  to  IifiG  darigner  Belyakov,  hia  main  prolileiBa  aie  the  liae 
andaaiiiitoof  elecfaoaicacoBgamwtei^aanawa.  Bvny  eatata  tmit  of 
wiitfiA  fntpnaea  an  dltimate  poia^  of  five  timea  that  amount  in  take¬ 
off  lae^^  driving  up  the  rim  and  coat  of  the  aiiciaft.  The  eqnhinnent, 
hceraver,  meets  the  fimctiooal  petfoamanee  lequhemmits  set  Ite  it  hy 
the  Soviet  Ait  Fmce. 

Thie  sanguine  otrfnhm,  however,  is  not  shaied  by  the  defenaearinistm. 
In  the  coatee  of  an  entended  indictment  of  drfsnae  sdance  and  Rl^,  he 
complained  that  “scientific  devriopmMrtspaoceeded  along  a  wdl-ttodden 
path  and  amounted,  in  eemncc,  to  duplicating  adiat  had  aheady  been 
cieate^...newandn(nitaa£tkHial8(dutionsin1hedBvrio|nnentofaima- 
mrats  and  military  haidwaiewme  not  aoo^”*  fbAntWaOegedthat 
the  leaults  of  research  were  introduced  too  slowly.  He  attrflaited  theee 
inoMmns  to  “funnal  bureoucratie  methods  of  Inadnrship.  leveling  [(tf 
wages],  a  lack  of  personal  reqponsfiiility,  parasitical  tendencies,  a  loss  of 
initiative  by  some  cadres  at  scientific  eetablishmeints,  and  a  loss  of  desire 
to  achieve  real  results.”*  A  medSoonty  of  cadres  was  encouraged  by  a 
“ftHrmal  bureaucratic  approach  to  their  eebctum,  deidoym«st,  and  train¬ 
ing”  in  iriiich  favoritism  and  untalented  people  penetrated  tAe  military 
lUbDworid. 

General  Yasov*8  proposed  sohitkm  to  his  ttiumerated  list  of  deficien- 
des,  however,  has  little  operarional  amtaot  and  indulges  more  in  file  reci¬ 
tation  of  political  dogans  than  in  changss  in  incentives.  “Tbeprimecon- 
ditions  fi»  inqnoving  the  qualitative  mdieatois  of  military  sdenoe  are  to 
purge  it  of  all  accretions,  to  restructure  internal  relations  within  it,  to 
create  an  atmoqphere  ^asnost,  openness,  and  freedom  of  crearivity  and 
ddbate,  and  of  businesslike  ciiticiamf  ^self-criticism.”* 

General  Shabanov,  thou|^  is  wat>  >f  wganisational  reqymses.  “You 
may  think  that  we  can  drastically  improve  inventiveness  if  we  stimigthen 
an  already  devrioped  structure.  1^  this  will  bring  aboutjust  the  opposite 
results,  as  it  will  only  i»odoce  more  methodriogical  recommendations, 
instructions,  directives.”’*  IBs  solution,  ahhougfa  not  qwUed  oiri  in 
detail,  has  a  radical  ring  to  it  “What  we  need  is  for  this  job  not  to  be  reet- 


*^ieka  Mdnr,  Baasd-iw,'*  Air  Intmatianwl,  SytmAm  ISSS,  p.  ISl. 

*“Iaemetas  the  RWom  Iraa  llittwy  Sctenee,*  KmHagm  fnwrfs,  AagoW  14,  ISM, 

a.  1  (yUg4MiV-8»-U8.  Auewt  le,  UeS,  p.  66). 


*Ths  HeriMM  oTTwhsiasI  CwWtvKy,*  gpsswee  ifierik  Kommkm  15. 
ISaSkP.  1  (JPlt8-UllA-6e4)01,teHH]r  It  196l^a.74). 


ftd,  tat  to  fas  a  v(4eaiio.  You  cttuxA  makb  invmlivmiM  ia  a  bunau- 
emqr."** 

Tha  atatwaanta  of  GoMaala  Yaaov  and  I%aiban6v  ptait  «q>  a  naw 
pweaption  of  floaiat  naaaaeh  and  adamaa.  Bodi  Soviat  and  non-Soviat 
analyato  i»offi*imad  for  many  yeaia  that  the  main  problem  with  Soviet 
teduudogy  lay  tha  rntrodueHm  oi  adantific  leaolta  into  ua^d  ividi- 
catim^  tha  aouroa  ci  tha  proUam  waa  the  week  inonitivaB  to  incor- 
potato  naw  tadmdo^  into  produd  deaifna  and  piodiidima.  Potan- 
tiaUy  tapaataat  taaaalreh  laadta  wwa  placed  on  the  shelf  and  larndnad 
than.  Many  adencaleadata  aia  now  paying  that  ttaahetfhaalfiabafe. 
Evan  in  the  paali  thm  waa  genaed  adraoidadgniant  of  irmlmran  in 
naavy  aiaaa  of  Soviet  adaaca,  hut  atraagtha  could  dao  ha  pointed  to, 
aapoddly  in  theoNtiod  adgacta  and  in  fiddo  idated  to  nilitaiy  qpdi- 
catkaia.  The  atR»g  pdnta  today  are  becomiiv  harder  to  tad.  Thaoa 
viowa  are  hdng  mq^maed  by  hdividtal  aeientiata,  by  tha  adenoa 
laaitaahip,  and  fay  tta  pohtkd  leadaiah^  aa  a  uawr  of  adanoe  raanlta, 
tho  militaiy  Inadnrnhip  haa  alan  joinni  thn  riinka  nf  nriniir  ii  r  iHk  a 

Aeadanddan  Sagd^,  tor  raaiopK  lanioana  dia  ntuatkm  in  Soviet 
adanoa,  aaaartag  that  thaie  ia  no  aiaa  in  which  the  Soviet  Union  now 
laadatheworid. 

We  in  the  Soviet  UnioD  have  bem  caatigatint  ounelvw  tar  our 
Cdhae  to  apply  ftmdameiital  laaaaich  to  inaprovo  indnatrial 

paodoetivity.  We  have  reviaed  polidaa  to  atraigtlMB  the  eaametkm 
betoaan  adanee  and  pmetke;  but  ahhoud*  lafonna  BHqr  ba 
naeaaaaiy,  we  have  not  ftead  up  to  tha  lad  problem;  Soviet  ftmda- 
aaaatd  edanca  ie  too  weak  to  contribute  moA  to  pvacticd  app^- 
thma.** 

Tha  praaidentd  tha  AcadnaydSdaocaOtGurii  Marchuk,  atatea:  *We 
have  ooBoe  to  a  dhrktag  Una  adian  backwanhwaa  could  aoquua  n  qualita- 
tivdy  inavacdUa  diaracter.  Tha  leaden  of  tha  nation  nnietba  informed 
that  our  dtoatkm  in  adenca  oontraata  ahaiply  not  mily  with  the 
davalopad  natfama,  but  at  ttaaa  even  with  tha  davdoiMng  coudxiaa.*’* 
PoUlhm  mainbar  Ydwdev  comjdained  that  bacwM  d  tha  atrong 
huraawcwcy  in  tha  Aeadamy,  tha  kiwi  of  adantific  raaaarch  in  tha  USSR 
had  ttaatfediy  dalnioratad  in  tha  p«t  decade.  "<hia  poup  of  paopk 
wodta,  and  anoUiar  pda  ohatadaa  in  tha  way  d  their  actbitka.**  In  tha 

■uta%  of  atatata  InaCitataB,  ta  aaki,  no  mon  than  half  the  aaoploytM 
da  any  nedbl  weak,  and  in  tha  wcaatcaaea,  it  would  ba  hard  to  find  anyone 
OMng  nuwiui  raaaaren. 


A  Loag  Way  to  Oo,”  Imimi  to  Sdmw 

OB?”  JFMk,  My  VM,  Na  U,  p  1. 
by  Van  Tab.  Rdto  Utorty  Ihpact, 


X.  SOVKT  WEAPONS  ACQUISITION  UNDER 
POLITICAL  REFORM  AND 
TECHNOLOGICAL  REVOLUTION 


Since  tlie  l^Oe,  one  thing  that  the  Soviet  Union  did  well  was  to 
design  and  produce  weapons,  llie  counti3r’8  leadMeh^  dev^iped  and 
maintained  a  scientific,  design,  and  production  infirastructure  to  sup¬ 
port  its  pditical-military  goal^  the  political  leaders  sipported  tids 
techzdcal  edifice  with  a  planning  and  implmnentation  framework  that 
guaranteed  that  the  resources  allocated  to  defense  would  be  put  to  good 
and  effective  use.  Much  of  this  Stalinist  structure  is  now  beginning  to 
cradc.  It  has  not  crumbled,  and  for  the  present  it  is  even  fer  from  col- 
lipeing,  but  it  is  beset  by  political  changes  that  reduce  its  capalnlities 
and  by  changes  in  the  nature  of  defense  technology  that  place  a  pre¬ 
mium  on  the  very  economic  charactmistics  in  which  the  Soviet  Union 
is  weakest 


RESOURCE  ALLOCATION 

One  source  of  Soviet  defense  industry  effectiveness  has  been  the 
willingness  of  the  Soviet  political  leaders  to  devote  substantial  portions 
of  the  nation’s  economic  strength  to  defense  and  to  the  support  of 
defense  industry.  That  support  is  now  being  reduced.  The  idanned 
growth  of  defense  eqienditures  has  been  converted  to  plaxmed  reduc¬ 
tions.  Procurement  is  falling  by  a  projected  20  percent,  and  some 
Soviet  political  leaders  claim  this  cutback  is  only  tiie  first  8tq>  of  an 
ongoing  process.  With  this  cutback,  military  and  industry  qiokesmen 
have  enphasized  the  importance  of  maintaining  the  RAD  base:  The 
reduced  number  of  deployed  weqmns  must  be  compensated  for,  they 
say,  by  higher  quality  weapons  with  increased  performance  and  the 
al^ty  to  conduct  a  broader  range  of  missions.  This  will  require  even 
more  RAD  than  in  the  past. 

VPK  chairman  Belousov  told  the  Sipreme  Soviet  that  tlw  first 
question  to  bs  solved  arising  out  of  defense  cutibacks  was  the  need  to 
suqport  scienoe  and  the  eqierimental  base,  including  *real  stqport  for 
revolutionary  new  solutions  in  equpment.”*  This  view  is  8ipp<»ted  by 
defense  industry  managers  who  the  decline  in  their  techn<^)gy 

*lUaHil0  by  Igor  Bdounv,  Jum  28,  1988,  Mom»»  Ra^  Snvin  (FBIS-80V-89- 
124,i«M88,198e.p.W). 


78 


79 


baie.  A  ‘Sront  ease  aoanario  and  a  m^ior  concern”  to  tiie  deputy  min* ** 
iater  fot  R&D  in  aviation  producti(m  ministry  is  that  the  ^fonse 
xedoctkois  wiD  enannpass  research  and  design  vnak.^  llie  &ikhoi 
deputy  dii^  designer  cUdmed  that  stmh  a  scenario  ‘Wvotdd  threiden  the 
next  generation  (rf  Soviet  fi^ters.”^ 

Defense  Ministear  Yasov  rhetorically  vmced  his  igipreheision  over 
the  disqipearance  of  the  military’s— and  the  nati<m’s— science  base: 
”By  reducing  military  eq[>miditures  ate  we  not  mibmerging  the  final 
isl^  at  our  sdentific-technicai  and  intellectual  potential,  which  is  at 
the  present  time  concentrated  in  the  institutes  uid  enterprises  engaged 
in  filling  military  orders?”^ 

Despite  these  anxieties,  thou^  the  Supreme  Soviet  reduced  the 
defense  R&D  allocation  in  the  1990  budget  by  14  percent,  or  R2.2  billiorL 
Marshal  Akhromeyev  grudging  accepted  these  cuts:  “Along  with  the 
general  reduction  in  defense  qiending,  qqmpriations  for  scientific 
research  and  experimental  design  work  in  the  military  qrheres  are  also 
being  reduced.  Life  necessitates  this  reduction.  But,  to  be  frank,  this  is 
undeeirable.”^ 

%nce  1988,  we  have  witnessed  a  diversion  of  defense  industry  opac¬ 
ity,  investment,  manpower,  and  R&D  resources  to  civilian  output.  In 
1989,  this  initial  tracer  was  compounded  by  explicit  defense  reduc- 
tiom,  the  sharp  cutback  in  production  programs,  and  a  more-than- 
pnportional  reduction  in  defense  R&D.  To  these  reductions  have  been 
added  explicit  aggregate  and  program  budget  reviews  by  nonmilitary 
bodies  with  appropriations  authority.  At  the  same  time,  a  form  of 
profit-oriented  accounting  and  incentives  was  initiated  for  defense 
enterprises,  thereby  creating  new  pressures  for  the  prices  of  military 
products  to  cover  their  costs — out  of  the  military  budget  rather  than 
from  unbudgeted  bank  loans.  General  Shabanov  complained  in 
October  1989  that  the  plight  of  the  armed  forces  resulting  from  a 
smaller  budget  was  made  worse  by  price  increases  over  the  past  year. 
“Unfortunately,  comrades,  the  situation  is  aggravated  by  the  fact  that 
the  cost  of  work  and  equipment  has  increased.  There  are  quite  a  few 
exanples  of  R&D  costs  increased  by  1.5  and  even  3  times  originally 


*Alaa  PostlaUnraite,  “Soviato  Show  Naw  Type*  ••  SP«s4iiia  Cuts  Lmhb,”  Flight 
Inttma^onal,  Saptambar  2, 1988,  p.  & 

*IUd. 

^Moaoow  Domaatic  Radio  Sarvica,  Jufr  3,  1969  (FBIS-80V-8e-127,  July  6,  1988, 
p.48). 

**Soviat  MUitaiy  Eqiandituiaa  ia  1990,”  Kratnaya  Zvada,  October  6,  1969,  p.  1 
(FB»-80V-69-2l»,  October  20, 1986,  p.  88). 


adopted  coit  mkiriin—.**  AaBoag  tha  waocMWiiwa  for  thoio  iacroawo 
««»  “importect  maan^  oiod  to  dotewalno  eoate  uadMt  MomtocM. 

WUIo  tite  tAq/mey  tbo  &dsBm  SM>  ootdbfidiiiMiit  kt  bnog 
eiAid  iato  qaartioh,  the  affitiy  k  wrtefllng  wksk  •  mw 
militeiy  “dkkiiahw”  doetesM  ot  “teaMiuddo  wrfBdoaqr*  A  omolbir 
Ibioe  idractteft  irith  ndoeod  qoantitiM  oqiakkniMrt,  but  of  Idi^  per- 
IbRMBoo,  appeals  to  bo  OB  Hm  *nieao  deveiapMWte  point  to 

miBtawy  tooaoBqdiasia  OB  tbo  »pew«pfpdtictioB  base 

but  pe^teia  avsB  moia  on  the  advmcad  indnetrhd  cepdbilitiee  and 
Rid)  waomcee  of  deftnae  indoetiy.  The  demande  f<n  h^Mr  pwfor- 
manoe,  iacieaeed  idiabilHy,  lower  costa,  new  and  ntmhtadbiional  sola* 
tioas  to  nUitaiy  tashm  and  greater  speed  of  intioductioB  of  new  tedh- 
ndo^  wUI  Mqpnie  a  reorientation  ci  Soviet  definaae  RAD  awagr  finon 
its  Stdiniat  hnitagB  that  will  conflkt  with  the  demands  on  these  same 
lesoorose  emnii^  from  the  ecmvwakm  to  dvifian  production. 

The  reaoMice  base  of  Soviet  weapon  acquiaitacm  is  broig  aaeaalted  in 
a  wasr  that  wSl  affect  both  tiM  qaanti^  of  prodoction  and  the  RAD 
support  The  cost-baaed  “end  remihs  at  any  cost”  iqpproach  will  omne 
undar  aevoe  preeeure.  The  Sovfet  milrtary-indostrial  oonq^x  win  be 
ferced  to  oonfrwt  the  iasue  of  efficiency*  in  ad^tkm  to  effecttveneas, 
with  iiB^icadona  fte  ftHce-poetore  dioioea,  leaouroe  alhxartiona,  azd 
managsment  ineentivea.  However,  Soviet  bmeoucracy  and  the  weak 
inomtive  atnictares  could  very  wdl  absorb  these  pteeeuies  so  that  the 
ftiture  Soviet  milfraiy  will  be  ndtber  leaner  nor  meaner,  joet  emaUer. 


niPLEMENTATiON  PBIORITT 

AUocatioiis  and  plans  do  not  guarantee  that  the  thousands  and  tens 
of  thousands  of  products  going  into  complex  equqnnent  wiU  be  pro¬ 
duced  and  delivered  at  the  right  time,  in  the  ri^t  quantitiea,  end  at 
the  appropriate  quality  levels.  In  feet,  the  So^  planning  system 
guarantees  that  t^  v^  not  baiqwn.  Plans  are  inconaistnit  in  that 
they  do  ned  balance  in  detail;  the  jdanning  job  is  just  too  large  and 
omnidex  to  ittoduce  perfecUy  articulated  ploiu  for  all  inoducts  a^  pro¬ 
ducers.  But,  more  iaqwrtant,  pbumers  deliberately  call  for  more  out¬ 
put  than  can  be  i»odu^  as  tlw  goveriunent  attend  to  squeeae  more 
outyiA  out  of  the  eydem  by  maintaining  pressure  on  inodooerB.  Tlie 
result  w  ”taut”  idaim  some  targets  will  not  be  met,  ar^  some  idarmed 
supidise  are  nevse  produced.  Taut  plans  create  supply  unewtainty  and 
a  edlte's  moAet. 

*V.  M.  glutenwr,  "Ousrswtwiss  PmmM  Lsbsv,”  XhmmBm  Xvuda,  thmmlm  S, 

tm,  Pw  1  <yn8-80V-8»-212,  Hawntw  8,  ISSS.  p. «). 
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Ftapowtrtatkm  of  tbe  admoce-iiidastrial  iteuctoie  into  tndurtrial 
n^bnrtriM  (widi  theiy  leMueh  imtitutes,  <ki^  buieaus,  and  produc* 
tkxn  idanta)  and  a  separata  naaaich  eetaWiAmant  in  the  Academy  of 
SekDCaa  abo  enate  supply  proUema  as  well  as  difficulties  in  coordi¬ 
nating  propams. 

Dafhttse  mdustry  has  cmnosae  tiwse  pioblmns  ot  uncertain  siqgdies 
and  coordination  difficulties  throufl^  impkmeniaHon  priority,  eieidaed 
pcimrafiSy  hy  the  Conununist  Party  and  tlie  Military  Industrial  Ck>m- 
mlssioB  (VPK>.  Hiese  two  cnganizations  have  now  been  saddled  with 
a  iMw  fatit— convertitm— that  is  dduting  tiieir  tinlity  to  iwAmtAin  their 
customary  focus  on  defoime  output 

An  inportant  syndxdic  and  fractional  indicator  of  the  dihrtion  of 
dsinise  prkaity  was  the  qipointinent  oi  Lev  Zaikov  as  dqnity  chair¬ 
man  of  the  IMisnae  Council,  the  hi^best  defome  policymaking  body  fo 
the  USSR  Zaikov*s  party  reqpontibilities  appear  to  include  all  defonse 
and  security-related  activities,  including  defense  indurtry;  in  his  multi¬ 
ple  positions  as  Politburo  member,  deputy  chairman  of  the  Defense 
Council,  and  Secretary  of  the  Communist  Party  he  would  be  senior  to, 
and  supervise,  the  Party  secretary  r«p<Huiilde  for  defense  industry. 
The  Ptditburo  has  assigned  to  Zaikov  personal  reeponaildlity  for 
ccatverskm  matters.  A  government  and  Party  consolidation  of  supervi- 
8i<m  in  a  ein^  person  has  raised  the  importance  of  the  issue  in  politi¬ 
cal,  Party,  and  government  circles. 

Such  pressures  for  defense  industry  to  develop  and  produce  civilian 
outyut  muet  impose  additional  demands  tm  pa:^  and  VPK  officials. 
The  and  attention  of  defense  managers  idso  would  necessarily 

be  redirected  towmd  initiating  the  mityut  of  new  items  in  nnfemiliar 
areas. 

Althou^  the  formal  eyrtem  of  siqqity  priority  for  defense  aiq)ear8  to 
have  remained  in  place,  the  actual  implementors  of  tlm  priority  system 
have  these  additioiud,  important  tasks.  Although  defense  output  is  still 
given  nominal  donunance  in  the  official  and  rhrtorical  system  of  priori¬ 
ties,  ccnaidaints  fironi  nuhtary,  political,  and  government  leaders  inq>ly 
that  the  old  syrtem  is  beginning  to  Imak  down.  New  political  wi^ 
are  shaking  some  of  tiw  oldest  inq;)lementation  realities  as  defense  out¬ 
put  no  longer  carries  the  sole  priority  of  management  attention,  but 
must  share  it  with  civilian  production. 


BirnDt*8BfA]IKBT 

The  provision  ni  anqde  resources  and  the  inplmnentatioii  imiority  to 
dfaeet  them  to  tirtir  planned  uses  would  not  deliver  infective  military 
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systems  if  the  products  did  not  match  the  military’s  needs.  The  mili¬ 
tary  customer  assures  that  the  defense  R&D  and  industrial  complex 
delivers  effective  weapons  throuidt  its  capabilities  as  an  informed, 
astute,  and  powerful  buyer.  These  cipabilities  have  been  institutional¬ 
ized  in  the  organization  of  military  representatives,  in  acceptance  test¬ 
ing,  and  in  the  ability  of  the  customer  not  to  have  to  accept  deficient 
products. 

These  capabilities,  however,  are  being  vitiated  by  the  complexity  of 
mottem  military  systems  that  reduce  the  ability  of  military  r^resenta- 
tives  to  monitor  and  ccmtrol  enterprise  activities  and  that  prevent  the 
fiill  test  of  new  systems  prior  to  the  accumulation  of  operational 
experience,  and  by  the  sheer  inability  of  Soviet  industry  to  perform  as 
desired.  These  weaknesses  in  oversight  and  performance  are  com¬ 
pounded  by  the  monopoly  position  of  many  suppliers.  The  sanctions 
that  can  be  imposed  on  defense  industry  for  failure  to  supply  accept¬ 
able  products  are  countered  by  an  industry  that  knows  there  is  often 
nowhere  else  to  go. 

In  recent  years,  the  actual  application  of  sanctions  to  nonconform¬ 
ing  enterprises  appears  to  have  Alined.  No  one  is  forced  out  of  busi¬ 
ness;  managers  are  not  sent  to  the  camps;  bonuses  seem  to  get  paid 
r^ardless  of  actual  output;  banks  will  lend  to  loss-making  enterprises 
or  ministries  will  redistribute  profits;  and  floor  space  and  investment 
are  alwa3r8  increasing. 

Increased  technological  complexity,  reduced  implementation  feasibil¬ 
ity,  the  monopoly  position  of  suppliers,  and  the  loss  of  sanctions  have 
weakened  the  power  of  the  buyer’s  market.  The  military  is  therefore 
more  likely  to  find  itself  with  lower  quality,  less  effective  weapons  than 
in  the  past. 


RAD  STYLE 

The  Soviet  style  of  R&D  has  much  to  commend  it,  but  its  ability  to 
cope  with  the  complexities  of  modem  weapon  systems  design  and 
development  is  being  undercut  by  the  organization  and  incentives  of 
the  Soviet  economy.  The  coordination  and  management  of  complex 
programs  are  a  challenge  to  even  the  best  managed  organizations  in 
market  economies,  in  which  market  forces  richly  provide  coordination 
and  incentives.  In  the  Soviet  economic  environment,  the  proliferation 
of  weiqwn  technologies,  the  complexities  of  interfaces,  the  incorpora¬ 
tion  of  subsystems  from  diverse  sources  into  larger  systems,  and  the 
fimdamental  importance  of  microelectronics  and  its  supporting 
software  all  place  a  great  bunkn  on  just  those  characteristics  of  the 
Soviet  economy  that  are  the  weakest. 
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The  level  of  conqdainte  and  the  evidence  from  tiw  hardware  aiigiiBat 
that  the  effectiveneas  of  the  RftD  eataMiahment  in  delivwing  adecpiate 
models  of  new  we^wna  ia  being  compromiaed  by  techntdogy,  manage¬ 
ment,  and  the  nature  of  the  centrally  planned  and  coordinated  economy. 
Design  bureaus  and  industry  atiU  seem  to  be  quite  competent  at  dengning 
and  producing  the  bask  platforms'^  (airidanes,  tanks,  etc.);  the  technical 
and  indiutrial  infrastructures— the  pynunids— are  well  in  hand  for  these. 
The  design,  production,  and  integration  of  the  subi^stems,  not  the  plat¬ 
forms  themselves,  are  at  the  core  of  the  present  predicament. 

The  Soviet  R&D  style  dqjends  on  a  ciqMible  industrial  infrastrtmture 
and  on  conqdementary  RW  organizations  to  siq)ply  mature  com¬ 
ponents  and  technologies.  Without  these  real  capabilities,  a  particular 
style  and  approach  offers  little  payoff.  Indeed,  it  can  be  said  that  U.S. 
weapon  acquisition  has  often  succeeded  despite  its  development  style 
because  of  the  strength  of  its  technical  and  industrial  support.  Fixing 
the  Soviet  Union’s  weapon  acquisition  problems  will  require  the  crea¬ 
tion  of  new  R&D  and  industrial  infrastructures,  quite  different  from 
present  organizations  in  form,  incentives,  and  in  maiuq^ement  strategy. 


CONCLUSIONS 

Soviet  strengths  in  weapon  acquisition,  and  in  the  scientific  and 
industrial  infrastructure  supporting  it,  are  now  being  eroded  by  the 
complexities  and  characteristics  of  contemporary  weapon  technologies, 
by  tire  endemic  problems  of  the  Soviet  economy,  and  by  the  decline  of 
Soviet  research  as  the  plague  of  bureaucratization  and  mediocrity 
invades  the  fortress  of  the  scientific  establishment.  The  problems  are 
compounded  by  the  reduction  of  defense  budgets  and  the  dilution  of 
defense  priority.  The  traditional  strengths  of  Soviet  weapon  acquisi¬ 
tion  have  not  collapsed,  but  the  slow  and  gradual  encroachment  of 
debilitating  forces  could  produce  a  cumulative  and  important  effect  in 
the  long  run.  A  large  part  of  the  effectiveness  of  the  Soviet  military 
R&D  style  arises  from  the  power  of  evolutionary  change,  which  when 
pursued  over  long  periods  can  yield  dramatic,  even  revolutionary 
results.  The  same  conclusions  can  be  drawn  for  present  circumstances, 
but  with  the  direction  of  change  reversed. 

From  the  1930s  to  the  1980s,  Soviet  military  production  and  R&D 
(teveloped  along  one  dominant  path,  evolving  ana  refining  its  practice^ 

’'Design  and  perfonnance  of  Soviet  fighter  aircraft  at  the  1989  Paris  Air  Show  were 
described  by  the  Western  aviation  press  as  “impressive”  and  “dumbfounding;”  “Many 
veteran  Western  filter  pilots  agrs^  the  overall  performance  and  handling  qualities 
shown  by  the  ^-27  put  the  aircraft  ahead  of  esisting  Western  fighters  in  close-in  air 
ctmsbat  capi^ties.”  Robert  Rcqwloweki,  “Glasnoet  Gusto  Invigorates  Paris  Air  Show,” 
Armed  Forces  Journal  International,  July  1989,  p.  57. 
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and  iVIWMchM  iirto  •  daartjr  idntifiilde  alyia  and  eidtiira.  ThkiMth 
ivaa  fOMwtant  with  tha  laquiiaaBenta  of  poilitical>adlitaiy  doetrioa  and 
with  dw  aconomic  baaa  ampoctint  it  Paitadpanta  and  faiaifii 
analyata  alika  grew  comfortabU  with  tha  opwatkxn  and  tha  undaratand- 
ing  of  ^  aatoqifioo.  Now,  poiitka,  doctiina,  aotnamika,  and  tadmol* 
ogy  aie  dtainiiig.  Tha  So^  dafenaa  piodoction  oongdaz  and  tha 
ndlitaiy  aia  adqiting  to  faioaa  hnpoaad  1^  tha  toodanh^  and  by  life 
Hadf.  Tha  fog  and  oonfeaiona  of  war  are  matchad  by  tha  uncaitaintiaa 
of  evolving  Soviet  politica  and  polieiaa  and  their  raaliutkm.  However, 
awna  comfort  ia  gianted  to  tiie  analyat  at  least  for  tha  preaent,  in  that 
some  dungi  have  not  diangedL  Tha  Soviet  economic  ayatem  lemaina 
aasentially  uniefcnnod.  Basic  ineentivas,  organisational  arrangamenta, 
planning  tantneaa,  and  btnaancraey  ate  aa  befoie.  But  allocationB  are 
shifting;  militasy  demand  is  changing.  And  enouidi  things  have  been 
sat  in  motion  t^  our  oomfert  in  relying  on  familiar  landmarks  may 
not  be  all  that  kmg-laating. 


THE  COST  OF  SOVIET  WEAPONS 


THE  ANNOUNCEMENT  OF  SOVIET  WEAPON  PBICE8 

Snee  March  1968,  Soviet  muiom  have  lelaeaed  information  on  the 
prioM  of  aaveial  Soviet  neapone,  mchiding  tanka,  ahipa,  and  aircraft 
lliaae  pricaa  are  ahoem  in  TaUe  A.1,  where  I  have  triad  to  inchide  only 
thoae  we^Mm  imeea  reflected  in  internal  Soviet  traneactkwie;  the  table 
doee  not  cover  eqioit  prioea  or  vague  etatements  aboiA  coats  (e^.  *the 
Flanker  [Su-27]  te  only  10  percent  more  eipensive  than  the  Ftilcrum 
{MiG-29]  in  terms  of  msn-hoia^  ...  the  Su-27  is  slightly  cheeper  than 
the  F-15  in  purs  monetary  twms.’**  However,  a  more  complete  analysis 
of  such  sdi^onal  inframation  would  hrip  to  flesh  out  the  prioe/cost 
picture.  As  is  usual  ehen  new  information  that  has  been  avidly 
awaited  auddenly  becomes  available,  these  disclosores  raise  a  host  of 
queeti<ms  that  doud  interpretation.  In  this  appendix,  I  will  try  to  sort 
throu^  some  of  these  questions  to  discern  whid  tfaeee  figures  may  tell 
us  about:  (1)  the  basis  for  the  seemingly  small  announced  1968  Soviet 
defense  procurement  e:q>enditures  of  RS2.6  bOlion;  (2)  the  profits  or 
losses  to  enterprises  from  defense  production;  (3)  ruUe-fioIlar  ratios  for 
military  equqiinent.’  A  key  issue  behind  these  questions  is  whether 
pubUriied  prices  reflect  resource  costs.  To  even  qiproach  these  issues, 
it  is  necessary  to  consider  the  validity  and  ipplicaMity  of  the 
announced  figiues. 

All  of  the  disclosures  have  been  used  to  justify  the  sarprisinfty  low 
aggregate  defense  expen^tures  figures  announced  by  Gorbachev,  and 
tlM  equally  small  share  of  procurement.  The  figures  could  he  pure 
Cshricatkm;  however,  I  suq>ect  that  they  reflect  the  contractual  prices 
that  are  credited  to  the  production  ministries’  accounts  when  systems 
are  delivered  to  the  mititary.  These  would  be  the  kinds  of  figures 
availaUe  to  those  charged  with  the  task  of  conqnling  aggregate  defrase 

*8snto  Cosirite,  TV  IsWmb  Mmtwptw;  SiAhoi  Sa-S7  Flsidw.”  ifOtoy  ndi- 
aokyy,  Oetebsr  IMS,  lOOl  lOS. 

*8itfanstB>  of  nibiiSoasrieamsivimsadidte  show  tfaiiwlito  cost  ogproSsrii^sa 
hm  is  tlw  Soriot  Uaioe  nfaSivs  to  the  doUu  cost  of  pndneiiis  the  ssaw  itsai  in  Uw 
IMlsd  Stalls.  Tbsy  wt  not  nnsmt  to  hs  seotlss  fcr  oflfciil,  wiaflleisl,  ot  sstusl  intsr- 
naSiari  ■whangs  latis  at  fawlss  sssritit  ssfcss.  Thiy  shn^  Imwisw,  mUtet  isieiis 
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Tabk  A.1 

ANNOUNCED  COOTS  OF  SOVIET  WEAPONS 


Waapon 

Syatam 

Coat 

Commanta 

T-80tmik* 

$600J)00 

(R316J)00) 

1/4  coat  of  Laopaid 

9  $2  millioB 

atan^)claaa 

1/eofUE. 

Tieondnoga 

■Similar  Soviat 

cndaor*  to  UB.  TioaitdBraga 

Ka-25  (HflraMaa)(?) 
MltOOpCSr 

l/llofU.8. 

SH-60 

"Similar  Soviat 
halieoptar*  to  UB.  8H-80 

Sn-26  atriRk 
aireraft*^ 

R6A  BdOkm 

Compaiad  with  F>16 
coat  of  $28  million 

T-10  tank* 

RS7.000 

Original  coat 
inmid-1960B 

T-IOM* 

R100.000 

Original  coot  around 

1980 

T.64tank* 

R2S0,000 

*Mortiiiier  B.  ZuckMBUO  uid  Jeff  Trimble,  “A  Chat  with 
Moaoow’s  Defenae  Mmiater,”  U.S.  Newt  Sk  World  Report,  Iflarch 
13,  i960,  p.  26.  Since  Soviet  anatyaea  of  their  dafenae  ezpendi* 
toree  have  ctrictty  adhered  to  the  ofBcial  eachanie  rate,  I  aaetima 
that  the  $500,000  figure  ia  a  diract  converaion  (ff  the  ndrie  i»ice 
at  tiM  official  rate. 

^Senaral  M.  Mtdaeyev,  ‘Tlie  USSR  Dafenae  Budget,*  Praoda, 
June  11. 1989,  p.  5  (FBIS-SOV-88-111,  Jmie  12, 1969,  p.  73). 

‘Eatto  B.  Fein,  *U.S.  Military  Oaef  Saea  Improved  Soviet 
Tiejb”  New  York  Timet,  June  22, 1989,  p.  A4. 

Kocherov,  "Mutual  Underatanding  Throu^  Dialogue; 
General  Moiaeyav  and  Admiral  Crown  Newa  CoafRence,* 
Kramaya  Zoeeda,  June  23,  1989,  p.  3  (FBIS-SOV>88-120,  June 
23. 1989,  p.  8). 

*Vr«miya,  Moacow  Televiaion,  July  7,  1988  (FBIS'SOV-89- 
113,  p.  88). 


expenditures.  Such  accounts  probably  do  not  include  all  of  the  costs  as 
seen  by  the  producer,  nor  unplanned  accounting  profits  or  losses,  nor 
the  true  economic  resource  cost,  but  only  the  contract  prices  that  were 
used  to  establish  the  procurement  accounts.  These  figures  reflect  the 
interplay  of  buyer-seller  dominance  in  contract  n^otiations  and  the 
pieesuies  on  production  enterprises  to  cover  their  costs  and  make  a 
profit.  These  assumptions  are  partly  boed  on  an  imperfect 
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undentanding  of  Sovkt  defenae  contracting  and  accounting  and  on  the 
atatementa  of  particqumta  in  the  proeeaa.^  Thia  interpretation  ia  mq)- 
ported  by  additional  atatementa  of  Soviet  qidmamen  rationalizing  tte 
aimounced  coat  Thua,  Defenae  Miniater  Yazov  commented,  * **We  have 
atate-owned  military  enterpriae^  that  ia  why  we  don’t  have  to  pay 
extra.  If  we  come  to  the  market  ayitem,  we’ll  have  the  aame  approach 
aa  you.”^  Yazov  aeema  to  be  inqrlying  that  market  pricea  would  have  to 
cover  all  producer  coata,  profita,  and  aome  monopoliat  retuma,  whereaa 
the  Soviet  military  buyer  can  control  how  mu^  it  paya  becauae  the 
enterpriaea  do  not  have  to  meet  a  market  teat.  Similarly,  General  Staff 
Chief  Moiaeyev  explained  the  order-of-rruignitude  difference  in  helicop¬ 
ter  and  cruiaer  coata  by  qq>eal  to  lower  Soviet  input  factor  coata  and  to 
the  fact  that  *the  level  of  profitability  ia  regulated  by  the  atate.’’^  Thia 
level  of  profitability  could  even  be  negative;  that  ia,  defenae  enterpriaea 
may  poeaibly  (q>erate  at  a  loaa,  which  would  be  picked  iq>  in  production 
miniatry  accounta. 


TANKS 

For  comparative  purposea,  we  can  contract  the  Soviet  T-62  with  the 
U.S.  M60.  Hie  M60  tank  entered  production  in  1960,  and  the 
improved  M60A1  model  appeared  in  1962.  (See  Table  A.2  for  baak 
U.S.  and  Soviet  tank  data  and  Table  A.3  for  coata.)  The  T-62,  an  evo¬ 
lutionary  development  of  the  T-54  and  T-65,  wei^ied  42  tone  (empty 
weight)  veraua  the  54  tone  of  the  M60A1.  Even  thovq^  they  were 
introduced  at  juat  about  the  aame  time,  the  T-62  waa  leaa  conqilex  in 
almoet  every  aubayatem  than  ita  American  counterpart.*  It  had  a 
maniMl  tranamiaaion,  a  manual,  lateral  lever  type  of  ateering  mecha- 
niam,  primitive  clutch  and  brake,  a  40-year-old  engine,  and  little  atten¬ 
tion  p^  to  crew  comfort  The  T-62  lacked  a  rangefiruier  and  had  onty 
a  fraction  of  the  viaion  devicea  of  the  U.S.  tank,  which  had  automatic 
tranamiaaion,  infinitely  variable  power  ateering,  a  rangefinder,  greater 
interior  room  for  crew  comfort  and  ammunition  atorage,  and  generally 

*It  also  ■awM  rauonabte  to  aMume  that  tha  announoad  figinaa  an  tha  agnad  betoiy 
prioa,  without  apana  or  the  induakm  of  RAD  and  othw  inogram  coata;  it  may  indude  aU 
auhayatama,  but  not  aapandaUe  oidnanoa  or  tha  additimml  coata  of  modlficatfam  and 
lapair  to  bring  tha  aeuilMnant  to  accaiaabla  atandarda  after  rUivory. 

*U.S.  Sem  and  Worti  Saport,  March  13, 1988,  p.  28. 

**Tha  USSR  State  Budget,”  Prauia,  June  11. 1988,  p.  5  (FBIS-SOV-88-111.  June  12. 
1988,  p.  73). 

*Thia  daacripHon  ia  taken  from  Arthur  J.  Alaiandar,  Armor  Dtoehpmant  im  tht  Soviet 
Unkm  and  the  Umtad  Statee,  Tha  RAND  Corporation,  R-1880-NA,  Saptarahar  1978, 
p.  121. 
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SOVarTANKB 


Mnihl 

Yam  into 

m - - 

owwt 

Wahhk 

twaty 

(taoa) 

nwc9 

(paaraf 

priea) 

Pika, 
1080  Vdw 

UATWdta 

ii-ao 

1960 

80 

9146,000  (1968) 

98144)00 

M-aOAl 

1969 

64 

8181^00(1966) 

9088^000 

M-SQAt 

1979 

64 

(1980) 

91.4944)00 

111 

1980 

68 

^,047,000  (1984) 

98,8794)00 

MlAl 

1986 

68 

98,4684100(1980) 

fgjaa^aQft 

SovM  Tanka 

T-10 

1963 

62 

11874)00(1966) 

R1404)00^ 

T-KM 

1967 

64 

R1004)00  (1966) 

R1614)00^ 

T-54 

1949 

38 

T-fi6 

1968 

87 

T-at 

1961 

42 

T-M 

1968 

48 

1(9604)00(1989) 

RS804)00 

T-T2 

1978 

42 

T-m 

1984 

48 

R8164)0O  (1980) 

R8184)00 

*Aaaa 

ama  Soviat  ooat  iaflattea  lato  ol  8.0  pan 

antparpaar 

from  1986  to  1989. 

gnatar  oonplaxitiy  in  all  rabayrtraos.  The  T-10  and  ita  niccenor  tha 
T-KMlif  wan  haavy  tanks  of  tha  tama  taduudogicd  vintafss  aa  tbs 
madfann  T-66  and  T-d2. 

In  198B  dollars,  tha  ptoduetkm  unit  coat  of  tha  kMO  was  about 
$514,000,  and  tha  M60A1,  $028,000.  (Tha  1962  and  1966  costs  of  thesa 
modals  wan  $146,000  and  $181,000.)^ 

UJ3.  nmtfEscturinf  wngbsaan  aaamininf  tha  T-62  in  the  early  1970s 
judged  that  the  cost  ot  tha  T-62  should  be  roui^  20  percent  kaa  per 
ton  titan  tha  IiMOAl.  Hia  same  logic  apidied  to  the  T-IOM.  (The 
T64/T66  and  T-10  modtis  should  ha  somewhat  len  costly  than  the 
models  that  rsplaoed  tiiem;  tiie  T-IOM  incorporated  nuutiy  of  the  same 
inqtrovmnants  to  the  T-IO  that  upgraded  the  T-66  to  the  T-62— 
{ffimarOy  a  tufo-£mantional  gun  sUUhMtkm  ayatem.)  Taking  the  1966 
BMOAl  coat  of  $181,000  as  a  base,  the  T-62  coat  estimate  is  about 
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MoM 

Cow 

OoMeaet 

MBOAl 

>181,000  (1985) 

BsvBBHeQD  vOSw 

T-Ct 

8118,000  (1986) 

MSOAl  aeafoir 

T-IOM 

>145,000(1988) 

MSOAleadom 

T-10 

>18foOQO 

IMOAlasWom 

T-lOil 

9100,000(1986) 

Sovlit  Miftomcitd  ptlo 

T-64/86 

Z4JS00P00  (otrlsr  1980a) 

Ptoikh  piodnctiiMi  eoat 

T-S4/66 

>10foOQO(«aibr  19800) 

DoOar  wrioa  of  Pio^  coat 

T-U 

lt68P00(arid-1900B) 

Aaaloisr  to  T-lOM  roUa  eoat 

T-80 

9186,000  (aaid-lOODo) 

CXA.  aat  ol  8  X  T-66  eoat 
«R88P0Q. 

T-80 

9890,000  (1989) 

9188^000  at  X09  aniwwl 
So^hdlatioa 

T-80 

860OP0O  (1989) 

Soviit  iiinottwod  prio6 

T.80 

9ai6/»0  (1909) 

SoviiC  miocttiMd  ptio§ 
OQ0Vift§d  to  iiMio  ift 
oflieiol  mhwftgi  i«to> 

T-ao 

>1P8SP0Q 

a  X  T-64/T-66  coat  of 
>102,000  at  U.a  iallathn 
rata. 

$113,000,  tlw  T'lOM  (at  64  tons)  would  hsva  bem  about  $146,000,  and 
tha  T'lO  somewliat  lest.  How  close  to  Soviet  costs  ais  tbsss  ssti- 
mates?* 

In  the  mid-lOTOs,  I  intsrviewsd  a  Pcduh  anqr  officer  who  had  bsoi 
associated  in  tha  smdy  1960s  with  tha  Pcdish  TM/T56  jnoductkm  pro- 
gram.  He  daimsd  that  the  production  cost  of  these  vehideB  in  Poland 
was  4Ji  million  slo^  which  was  cheeper  than  buying  the  tank  from 
the  Soviet  Union  at  a  i»ice  eqoivalant  to  6.0  milli^  domestic  slotys. 
The  international  commercial  exchange  rate  in  the  early  1960b  was 
44.8  iloty/ddkn.  At  that  rata,  tiie  cost  of  tha  T>64/T*66  was  tiwut 
$102,000,  someediat  lass  than  my  estimate  for  tim  T-6S,  a  dHforence  of 
roui^  the  sin  and  dtreetion  to  be  expected  by  the  ififfoiences  in  siib- 
eystems. 

Intaipretiag  these  estimates  at  face  value  suggests  that  Soviet  and 
Pdish  production  efficiendeo  of  fairly  unconq>licated  military  eqidp- 
ment  was  at  timut  the  same  level  ct  efficiency  as  in  the  United  States 

*The  fiiwt  cehmlitiow  for  ths  T-et  Ik  (42/84)  x  0 J  x  $181POO  •  ntMOO;  for  tha 
T-IA  (foe/64)  X  OJ  X  >181,000  -  >l>e,40a 
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in  the  nud-19608.  ^plying  the  announced  Soviet  coot  figure  for  the 
T-IOM  of  RIOO.OOO  to  my  estimate  of  $145,000  yields  a  mid-1960s 
ruble/doUar  ratio  of  0.69,  which  is  slightly  greater  than  the  ratio  calcu¬ 
lated  for  the  most  conyilex  Soviet  machine  tools.* 

These  mid-1960s  quoted  prices  of  Soviet  tanks  do  not  seem  out  of 
line  with  estimated  resmirce  (X)sts,  eq>ecially  considering  that  the  T-54, 
T-66,  T-62,  T-10,  and  T-IOM  were  essentially  evolutionary  improve¬ 
ments  of  World  War  11  vehicles  that  were  being  produced  at  rates  of 
several  thousand  per  year.  Since  the  MOO  was  also  an  improved  ver¬ 
sion  of  a  late  World  War  II  design,  the  conquoisons  seem  a]q>ropriate. 
The  next  generation  of  designs,  lu^ever,  moved  away  from  the  1940s 
technology  with  the  addition  of  computerized  fire  control  systems;  sen¬ 
sors;  laser  rangefinders;  new  engines,  transmissions,  and  suq)ensions; 
and  armor  materials  that  departed  from  the  simple  homogenecnis  steel 
armor  that  had  been  used  since  the  1930s.  The  U.S.  Army’s  first  ven¬ 
ture  in  this  direction  was  the  M60A2,  which  involved  a  new  turret  with 
a  combination  gun-missile  launcher.  The  new  stabilization  and  fire 
control  systems,  by  themselves,  drove  the  1967  cost  of  the  M60A2  to 
$278,000  from  the  $182,000  figure  for  the  M60A1  in  the  same  year.^* 
As  ^own  in  Table  A.2,  the  cost  of  the  M60A3  (which  itself  was 
improved  incrementally  over  a  decade)  was  twice  as  great  as  that  of  the 
M^Al,  and  the  Ml  was  almost  four  times  more  costly. 

The  same  process  of  technological  change  and  increased  conq>]exity 
also  took  plara  in  Soviet  tanks.  The  CIA  estimates  that  the  T-80  cost 
about  thrM  times  as  much  as  the  T-55.”  We  can  work  backward  fiom 
the  T-10  cost,  acljusting  on  the  basis  of  weight,  to  derive  a  mid-1960s 
ruble  cost  for  the  T-55  of  R62,000.**  The  CIA  estimated  cost  for  the 
T-80  would  then  be  R186,(XX)  in  mid-1960s  rubles,  ^plying  a  Soviet 
inflation  rate  of  2.0  percent  per  year  from  1965  to  1^9  yields  a  1989 


baaed  on  1967  Soviet  ruble  prices  and  1972  U.S.  dollar  pricee  showed  that 
ruble-doUar  price  ratioe  increased  with  conqrlesity,  from  about  0.20  for  the  sinqrlest 
machine  tools  to  0.25-0.30  for  moderate  complexity,  to  0.33-0.64  for  the  most  complsz 
machine  tools.  Tanks  of  1960s  vintage  would  rank  with  the  moat  complex  machine  tools 
in  terms  of  manufacturing  complexity.  Jamea  Grant,  "Soviet  MachiM  Tools:  Tj»gg»"g 
Technology  and  Rising  Intyorts,"  Joint  Economic  Committee,  U.S.  Congreaa,  Soviet 
Economy  in  a  Time  Change,  99Ui  Cong.,  Ist  Seas.,  October  10, 1979,  Vol.  1,  p.  569. 

^*’Alexander,  Armor  DeveiqjmetU  in  the  Soviet  Union  and  the  United  States,  The 
RAND  Corporation,  R-1860-NA,  Sty>tember  1976,  p.  120.  The  M60A2  eras  a  dead  end 
and  did  not  form  the  basis  for  the  M60A3,  which  instead  was  an  ttygraded  version  of  the 
earlier  M90A1. 

^k}entral  Intelligence  Agency,  The  Soviet  Wetpone  Industry:  An  Overview,  DI 
86-10016,  September  1986,  p.  27. 

**The  estimated  ruble  cost  of  the  T-56  baaed  on  the  T-10  is  (37/62)  x  R87,000  - 
R61,900. 
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ndile  cost  of  11299,000.^’  This  sstimats  is  quite  close  to  the  announoed 
Soviet  figure  of  $600,000  (or  R31S,0(X>).  Alternative^,  we  can  use  the 
Ptdirii  T-64/T-55  cost  of  $102,000,  multip^  by  three,  and  appb^  a  dol¬ 
lar  price  inda  to  generate  a  dollar  cost  of  $1,062,(X)0. 

The  ruble  estimates  suggest  that  the  announced  Soviet  figures  fi>r 
the  T-80  are  not  grossly  different  from  actual  resource  coots.  Tlie 
announced  figure  for  the  T-64  of  R2S0,000  foils  into  line  as  somewhat 
less  costly  than  the  more  complex  T-80  hut  considerably  more  so  than 
the  1960b  models.  Using  our  estimated  costs  and  tite  announced  T-80 
price  of  $500,000  (or  R315,000  at  the  1989  official  exchange  rate)  yields 
1989  ruble-doUar  ratios  for  tanks  of  0.27-0.30,^^  which  is  not  out  of  line 
with  estimates  for  basic  manufactured  products  such  as  trucks,  but  is 
lower  than  the  ruble-doUar  ratios  attributed  to  more  complex  equip¬ 
ment;  these  estimates  imply  either  that  the  T-80  is  considerably  less 
complex  than  suggested  by  the  manufacturing  analyses  of  the  CIA,  or 
that  substantial  productivity  growth  has  occurred  in  Soviet  tank¬ 
building,  or  that  the  price  paid  by  the  military  does  not  cover  produc¬ 
tion  costs. 

Although  any  one  of  the  above  estimates  has  a  solidity  only  some¬ 
what  greater  than  that  of  well-cooked  oatmeal,  they  exhibit  an  internal 
consistency  suggesting  that  the  announced  ruble  costs  of  Soviet  tanks 
are  not  grossly  divergent  from  resource  costs,  with  perhaps  some 
squeezing  of  prices  from  the  mid-19608  to  the  mid- 19808. 


Sa-26  ATTACK  AIRCRAFT 

The  price  announced  by  Soviet  authorities  for  the  Su-25  (Frogfoot) 
attack  aircraft  was  R5.8  million.  Comparison  with  the  $28  million 
price  of  the  U.S.  F-16  is  inappropriate  because  of  the  very  different 
missions  of  the  two  aircraft.  A  more  appropriate  comparison  would  be 

‘’Inflation  ratw  in  Soviet  machine  building  are  a  eubject  of  intense  study.  However, 
a  Soviet  article  has  calculated  input  factor  cost  changes  iirom  1966  to  1985,  which  we  use 
to  adjust  Soviet  niUe  prices.  The  Soviet  figures  on  simple  arithmetic  growth  rates, 
which  I  have  recalculated  into  conqxamd  growth  rates.  Thm  estimates  yield  the  follow¬ 
ing  average  compound  annual  iiqnit  factor  cost  growth  rates  in  Soviet  machine  building: 
1966-70,  4.31  percent;  1971-75,  1.56  percent;  1976-80,  3.37  percent  1981-85,  0.98  per¬ 
cent;  1966-85,  2.06  percent  (IIm  20-year  rate,  taken  fiom  tte  original  Soviet  figures,  is 
not  quite  equal  to  the  20-year  rate  inutlied  by  the  subperiod  rates  ptobMy  because  of 
rounding  errors.)  Source:  A.  G.  Gogc^rkbxe  and  A.  A.  Deriabin,  Dinomiha  Tien  Na 
ProAikteiyu  Mathinoitroemia,  Finonsi  Statistiko,  Moscow,  1967,  pp.  14-15,  cited  in  Vla¬ 
dimir  Kontorovkh,  MetimMogkal  /ssues  in  Jtfeaiurement  of  Bad  Orowth  of  Inoeatment, 
Havnford  College,  March  1989,  p.  3. 

‘’The  1980  nfole-dollar  rate  for  tanks  is  calculated  as  R299,000/|l  ,062,000  -  0.27, 
aiidliai5,000/$l,062,000  -  0.297. 


«ltii  tin  U«8.  A'lO;  not  onljr  do  tiMy  havo  timilor  miwk>n>,  but  tiio  two 
■iiemft  iMtam  in  tiiab  Tho  Sovtet  obonlt,  fiiot 

floim  ip  1878i  it  Utibu  md  tbeat  15  poretnt  Ug^ltior  ia  wtight 
than  tin  A*10  (21,000  oMtaa  25,000  &»  mpty  mS^)  but  hat  a  ahortar 

ttagt. 

Om  antiyaia  of  tha  Sa*26  aotad  that  it  poaaaaaaa  mauy  of  tba  tndi' 
tioAal  tiwaactariatiea  of  Soviat  waapona;  *Tha  Stt'25  era  ba  auaura- 
fiaad  ap  a  ^rpkal  Soviet  waiplaiia:  not  om  bit  aaora  ao^iliticatad, 
capaiMa,  at  aipantiva  tbra  it  iiaada  to  ba  in  oadn  to  fill  a  eavafiilly 
daiinaated  tola.  It  data  not  lapiaarat  tba  atata  of  tha  art  in  watplam 
daaifn.’*^  Tha  ebiaf  of  tiaa  aimaft  aaid  that  a  hMr<«Qat,  aim- 

pla  airteaa  waa  om  of  tha  diiaf  conaidafatiom  in  ita  daeign^  Tha 
aifciaft  ia  povraad  by  a  darivativa  of  tha  R*ll  angim  on  tha  MiO-21, 
which  hm  baan  aaaaaaad  aa  eoating  about  om>thiid  aa  much  aa  tha 
oonnaiidtit  J>70  antdoa,  if  pcoduoad  bi  tha  Unitad  Statao.^^  In 
kaaping  Ha  low  coat  and  ajmplifiad  maintananca  concapta,  moat  oi 
tba  Su<l55*a  oontnda  am  manually  oparatod.^ 

To  aatimata  tha  coat  par  pound  of  tha  Su*25,  wa  era  uaa  the  above 
infimnation,  phia  a  UJ3.  coat  analyeia  tba  liifK3*28  (Flogpr),  ediieh 
waa  aaid  to  ba  about  twica  tha  coat  of  tha  Soviet  IdiG-21  and  about  tha 
aama  aa  tha  UJ3-  F>16.^  Since  tha  MiG-28  waiid^  b  about  50  panant 
gieatar  thgn  tha  F*16  and  75  paicrat  gieatar  than  tha  MiG-21,  the 
price  par  pound  ia  tiwut  16  pmcant  mom  than  tha  aariiar  Soviet  air¬ 
craft  and  two-thirda  that  of  ^  F-16.  On  thia  baaia,  I  will  uaa  a  range 
of  relative  oonqplaxitiea  of  0.6  to  OA  leoogniaing  that  thia  notion  of  coat 
oonqdepity  lepraaenta  the  efiSdenciee  and  reaouroe  coata  of  US.  aqwri- 
enoe. 

During  tb*  maiimum  production  rata  of  the  A-10  in  1979,  ita  ooet 
waa  appM^bnataly  $5.6  million,  or  ($8.4  million  in  1968  vahiea). 
Adiuatipg  to  wei^t,  and  applying  the  complexity  imficaa  of  0.6  and 
OS,  we  cad  aatimata  a  1989  dollar  coat  of  the  So-25  of  $8S-25.6  mil¬ 
lion*  Whan  thaae  dollar  eatimataa  am  combined  with  the  RSS  mil- 
Uott  firam,  they  impty  1988  toble-dollar  mtioe  of  between  1.86  and 
1.04.  Note  that  thaae  ratioe  am  oonaidarably  greatm  than  thoae 
eatimatad  to  tanka.  Thaae  diftoancea  am  not  unexpected,  tinea  the 

gfiimuii,  “Sukhoi  Su-Sa  FMgfbet:  8TOL  Striker  te  the  Feet.*  /nWmWionot 
Otium  Ipww,  November  1SS6,  p.  1782. 

^tyriekw,  “titmItM  BeeaAeft*  Air  /wnwief tenet,  Sipteoabw  1988,  p.  188. 

"OA,  Setia  ir«wem  /ntieoy,  Dl  88-10018,  SwWnbar  1988,  p.  86. 

Thwriiw  Hewti^w,"  ita^/rilwiierieiiei;  Sipteeiber  1989i  p.  188. 

‘*UJ.  PweinaeBt  Dah^  n$  FY  Ml  DtptrtmmU  cf  oiftim  Pnfmm  far 
Haatmth,  DaufkpmiHt,  and  Aa^iMtion,  WeeWiiatne,  P.C.,  1981,  pp.  1-2. 

*^26  OMt  -  (21,000  b/88A»  b)  X  OA  (or  OA)  X  I8A  mfSta  « I8A  (&8)  ariUiae. 


tt 


Sovkt  prodtieticBi  ciQMibiUtiM  hav*  batn  aotad  a*  relative  kia  affi- 
dmt  tl^  UJS.  cipiJltilitiaa  at  highar  ccmoplaaity  and  iqon  advancad 
tachnotogy  lavris,  and  attack  aiiciaft  uaa  toon  ctn^dag  taehncdogiaB 
than  do  tanka.  Tha  announced  prica  oi  tha  8u-2&,  thandMra,  doaa  not 
aiipaar  to  ba  groaaly  difftmit  bom  laal  laaouica  coata.  Finer  diatinc- 
tiona  are  beyond  tba  laval  of  our  capaMitiaa. 


OUIDBD  MISSILE  CRUISBB 

Conaidaration  of  tha  prksaa  of  ^  Soviet  cruiaer  and  bdiooptar  moat 
ba  even  more  ^nmudmata  than  tlw  above  analyaaa.  Flrat,  Soviet  aya- 
tama  ware  not  directly  qMcifiad;  tha  ayatama  daaignated  in  Tabte  A.1 
ware  baaed  <ni  raaamiaMa  aunniaaa.  SacMid,  neither  a  Soviet  nor  a 
U.S.  prion  waa  announced,  only  muhiplicativa  factora.  However,  aoma 
ainqila  algrinra  parmita  the  aatkoatiott  of  inq;>llad  rubla<dollar  ratioa, 
whidi  will  enable  ua  to  aaaaaa  tba  validity  of  tha  announced  pricaa. 

Tha  U.S.  'ncondaroga  guided  miaaOa  cruiaer  oparataa  with  a  con4>te- 
mant  of  SH-60  halieoptara  in  an  antiaubmarina  role.  Tba  Soviet  Slava 
claaa  cruiaer  ia  quite  afanilar  in  aiaa  (about  10  percent  larger),  time 
period  of  conatruetion,  and  miaaiona;  it  oparataa  with  tha  Ka-25  (Hor¬ 
mone)  haliooptar. 

I  Slit  aaauma  that  tha  atatad  coiqparative  pricaa  are  in  riiwilay 
curtendaa,  converted  at  tha  official  exchange  rata.  (Later  I  amend  thia 
aaaunqjtion.)  If  tha  dollar  coat  of  tha  U.S.  ayatam  is  D,  tha  nd>la  coat 
of  tha  Soviet  ayetmn  ia  R,  tha  official  rubla-^Uar  exchange  rata  ia  X, 
and  rim  factor  by  which  tha  U.S.  qratam  ia  more  aqiwnaive  than  the 
Soviet  ia  F,  than  tha  coat  in  rublaa  in  tarma  of  tha  U.S.  dollar  price  ia 
R  -  DX/F;  aince  X  -  0.6  and  F  -  9,  R  -  0.066D.  That  ia,  if  tha  U.S. 
ahb>  were  $100,  tha  Soviet  ruble  price  would  ba  about  R7.  How¬ 
ever,  aa  noted  in  tha  aariiar  axamplaa,  not  all  tanka,  aircraft,  and  ahh>a 
are  alike.  To  aatimata  t^la-doUar  ratioa  raflacring  raaonrea  coata, 
adiuatmanta  moat  ba  made  that  taka  into  account  conqdaxity  and 
wri^  Toi  yeata  of  atudiaa  on  Soviet  ah^M  by  the  U.8.  Naval  Sea 
Syatama  Command  were  aommarbad  in  a  aariea  of  articlaa,  where  it 
waa  noted, 

baceuae  of  an  aatimatad  tower  quality  of  oonatnicttoD  and  a  laaaer 
laqeiwmant  tor  deaign  and  aaginaariag  aeivkaa,  it  ia  aatimated  that 
thaae  new  Seviat  ahl^  toae  their  waqpooa  aaaaon  (mainly  ledan  and 
aonaia]  and  other  fovammant  tomiahad  aqubmant  [locfcka,  u— ^ 
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and  ammunition],  should  still  be  about  25%  less  costly  than  the  same 
sh4>  built  to  U.S.  Navy  standards.^* 

We  should  then  adjust  the  U.S.  cost  by  a  complexity  factor  C,  equal  to 
0.75,  and  perhaps  a  weight  factor  W  (for  ships  with  similar  missions  in 
the  same  size  class,  the  Navy’s  complexity  factor  quoted  above  already 
includes  a  weight  adjustment).  The  “Sovietized”  U.S.  ship  cost  in  dol¬ 
lars  would  then  be  D'  -  CWD;  and  a  resource-adjusted  ruble-dollar 
ratio  r/$  -  (DX/F)/CWD  -  X/CWF.  In  the  cruiser  case,  X  -  0.6,  C 

-  0.75,  W  -  1.0,  and  F  -  9.0;  therefore  r/$  -  .09.  A  ruble-dollar  ratio 
under  one-tenth  is  extraordinarily  low.  Perhaps,  however,  the  figures 
that  General  Moiseyev  referred  to  were  not  rubles  converted  to  dollars, 
but  direct  comparisons  of  rubies  versus  dollars:  R  -  9D;  in  thhv  case, 
the  ruble-dollar  ratio  would  still  be  an  uncomfortably  low  0.15  (i.e.,  X 

-  1.0  in  the  above  calculation). 

Considering  the  technolc^cal  requirements  of  a  guided-missile, 
antisubmarine  cruiser,  I  would  have  expected  a  ratio  of  at  least  1.0  or 
greater.  How.  then,  do  we  interpret  this  cruiser  price?  First,  ships 
take  years  to  construct  and  require  substantial  investments  in  ship¬ 
yards,  buildings,  and  equipment;  since  interest  rates  are  subsidized  by 
the  Soviet  state  and  there  is  no  land  rent,  these  “missing  costs”  could 
contribute  to  the  underpricing  of  Soviet  ships.  In  general,  the  more 
capital-  and  land-intensive  the  means  of  production,  the  more  these 
factors  would  operate.  Another  possible  explanation  is  that  the  Soviets 
could  have  been  comparing  the  bare  ship  cost,  unoutfitted,  as  it  was 
completed  at  the  Nikolaev  North  shipyard,  with  a  fuUy  equipped 
Ticonderoga.  Or  the  level  of  technology  and  complexity  is  considerably 
lower  than  estimated  by  U.S.  naval  ship  designers.  Or  the  efficiency  of 
Soviet  shipyards  and  equipment  suppliers  is  many  times  greater  than 
that  of  U.S.  producers.  Or  the  Soviet  navy  is  stealing  the  cruiser  from 
the  shipyards.  Only  the  first  and  last  explanations  are  credible.  Most 
likely  the  price  to  the  shipyard  does  not  cover  its  costs,  and  a  substan¬ 
tial  loss  must  be  covered  by  the  Ministry  of  Shipbuilding,  by  the  state 
budget,  or  by  bank  loans. 


ASW  HELICOPTER 

Comparison  of  the  Soviet  Ka-25  (Hormone  B)  shipboard  helicopter 
with  the  U.S.  SH-60  antisubmarine  helicopter  requires  consideration  of 
the  different  time  periods  of  production:  The  Ka-25  was  produced 

^Mames  W.  Kehoe,  Kenneth  S.  Brower,  and  Herbert  A.  Meier,  “U.S.  and  Soviet  Ship 
Design  Practices,  1960-1980,”  ProceedingB/Naval  Review,  May  1982,  p.  131. 
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from  1966-75  and  embodied  early  1960s  technology,  whereas  the 
Sikorsky  SH-60  entered  production  in  19K2.  However,  the  Soviet 
annovmcement  may  also  have  referred  to  the  follow-on  model  to  the 
Ka-25,  the  Ka-27  (Helix  A),  which  became  operational  in  1982. 

Soviet  authorities  cited  a  cost  factor  of  11  for  the  helicopters.  If  we 
apply  this  figure  to  the  Ka-2S,  it  is  necessary  to  add  a  Soviet  cost  infla¬ 
tion  rate  to  bring  the  comparisons  to  a  current  basis.  At  an  annual  2 
percent  cost  increase  from  1975  to  1989,  this  inflation  ai^ustment,  I, 
would  be  1.32,  and  the  ruble-doUar  ratio  equation  would  be  r/$  - 
IX/CWF;  considering  that  the  Ka-25  embodies  technology  at  least  15 
years  older  than  the  SH-60,  and  that  Soviet  aircraft  have  tencted  to  be 
considerably  simpler  than  U.S.  aircraft,  a  complexity  factor  of  0.4  for 
the  aircraft  platform  is  used.  With  an  empty  weight  of  10,500  lb,  the 
Soviet  helicopter  is  23  percent  lighter  than  the  SH-60;  the  inflation 
factor  I  is  1.32  for  a  1975  to  1989  adljustment,  and  the  announced  price 
factor  difference  is  11.  The  calculated  ruble-doilar  ratio  is  therefore 
0.23.  If,  however,  the  comparison  is  with  the  newer  Ka-27  (Helix  A), 
the  inflation  factor  would  not  apply,  the  weight  ratio  would  be  closer  to 
1.0,  and  the  complexity  factor  would  also  rise  as  the  new  aircraft  would 
be  more  complex  and  advanced.  Assuming  new  values  of  W  -  0.85, 1 
-  1.0,  and  C  «  0.6,  the  ruble-dollar  ratio  for  the  Ka-27  would  be  0.11, 
which  is  similar  to  the  value  estimated  for  the  cruiser.  If  the  ruble 
costs  of  Soviet  equipment  were  being  compared  by  the  Soviet  analjmts 
with  the  dollar  costs  of  U.S.  equipment,  the  ruble-dollar  ratios  for  the 
Ka-25  and  Ka-27  would  be  0.39  and  0.18. 

Only  under  the  assumptions  that  the  official  Soviet  comparison  is  in 
rubles  versus  dollars,  for  only  the  helicopter  platform,  for  a  19608  technol¬ 
ogy  design,  and  a  mid-1970s  price  does  the  announced  Soviet  figure 
approach  reasonableness  as  a  true  resource  coet;  and  even  then,  the 
Soviet  level  of  efficiency  would  have  to  be  at  least  twice  that  estimated  for 
production  of  the  Su-25  attack  aircraft,  which  was  expressly  designed  for 
low  cost.  The  other  possibility,  of  course,  b  that  the  Minbtry  of  Avbtion 
Industry  b  in  the  same  situation  as  the  shipbuilding  ministry — it  b  being 
ripped  off  by  the  Soviet  navy.  How  likely  b  thb  possibility?  At  the  Sara¬ 
tov  aircraft  factory,  its  main  product  line,  the  Yak-42  civil  aircraft,  b 
priced  at  a  level  that  wotild  either  require  a  state  subsidy  for  the  enter¬ 
prise  to  meet  its  cost,  or  the  factory  would  ^proach  bankruptcy.  Even 
though  the  aircraft  is  highly  profitable  to  Aeroflot,  the  factory  must  con- 
tempbte  curtailing  production  under  khozraschet  with  present  prices, 
which  cover  only  about  one-third  of  production  costs.^  The  same 

^A.  Ifoev,  “Reform  and  the  Defense  Branches,”  Kommunigt,  VoL  6,  March  1988, 
pp.  26-27. 
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lituatMm  MMM  to  piovail  with  tho  Soviet  novy'i  procurwntnt  of  the 
goided-auMlli  cnikor  and  its  helkoptn. 


SUBniART 

In  Tabte  A.4, 1  summarias  tlM  tubla-doUar  ratioo  ealculatad  above. 
The  T-IOM  tank  of  the  1980b  and  tits  Su-26  aireraft  show  the  most 
reasonable  and  wqMCted  vahiss,  implying  that  the  announced  prices 
may  reflect  “true”  resource  costs.  1110  T>80  value  is  low  but  within  a 
range  that  can  be  rationalirnd  by  either  hij^  Soviet  production  effi' 
cien^  or  frirly  uncomplicated  technology;  if  neither  of  these  conditions 
prevails,  then  the  atmounoed  T*80  price  is  probably  lower  than  produc¬ 
tion  coats.  The  cruiser  and  helicopter  are  both  too  low  to  reflect 
resource  costs  and  iiq;>ly  that  the  Soviet  military  has  negotiated 
below-cost  prices  with  the  siiiq;>fierB— a  possibility  that  is  consistent 
with  statements  by  Soviet  enterprise  managers  and  with  Soviet 
analysis  of  the  monopsonist  buying  power  of  the  military. 


Table  A.4 


K8TIMATBD  RUBUB-DOLLAR  RATIOS  FOR 
SOVIET  WEAPONS  BASED  ON 
ANNOUNCED  PRICES 


System 

BetiawledRuble-DoUar 

Rdioe,190e 

T-lOMtenk 

Oje  (mid-l9e0e) 

T-aOtenk 

0.27-0.80 

Sa-30  ettaek  eiieteft 

1.04  - 1 J6 

Stotrectotoer 

0.09-0.88 

Ka-25  helicopter* 

0.23-0.88 

Ke-27  heUoopter* 

0.11  -  ai8 

*It  to  not  doer  froa  Sootot  otstoswate 
whsttm  the  helicopter  lefored  to  to  the  Ka- 
96orKs-37. 


